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Very SPECIAL DELIVERY! 





OUR GROCERY BOY doesn’t make deliveries 
in a 1,000,000 pound locomotive! But—without 
modern railroads—he wouldn’t be there at all! 

Lots of things like groceries—and other essentials, 
large and small—would be missing if the dependable 
railroad trains were not endlessly criss-crossing the 
nation on their own ribbons of steel. 

The railroad is Mr. Transportation. We all redis- 
covered that when—with the world’s greatest air 
force—we were hard put to sustain Berlin without 
the miles of freight cars that are the life-line of every 
modern city. But there’s another fact about your rail- 
roads that is equallyimportanttoour day-to-day living. 


The railroads pay their own way. 


Other forms of transportation use highways, air- 
ports and waterways built and maintained largely by 
your tax dollars. The railroads build their own high- 
ways and stations. They pay heavy taxes, in addition. 
They neither seek nor accept government handouts. 

The railroads ask no favors—only to be allowed to 
compete with other forms of transportation on an 
even-Steven basis. 

With these other carriers subsidized, we donot have 
true competition...and you are footing the bill, in 
increased costs and taxes. 

Give us plain, no-favorites American competition 
and the railroads will serve you—and all America— 
even better. 


Fair Play for America’s Railroads 


AMERICAN RAILWAY CAR INSTITUTE ~g>=—— 
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Suits to a T 


HY has an average of one new factory 

a day located along the lines of the 

Southern Railway System during the past 
three years? 

Because industries are discovering that the 

South served by the Southern is a “gold mine 

of opportunity”! With a wealth of natural 


resources and advantages, expanding consumer 
markets, skilled and willing workers...and a 
bright future...the South suits all industries 
—i@e Fr 
“Look Ahead—Look South!” 
s os é. nn 4 
“— 
President 
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The Southern Serves the South 

















News within the News _—__ 


HOW SHOULD U. S. BE DEFENDED?—Here, brought together from the testimony 
and statements of this country’s leading military men, is a revealing presentation 
of the basic conflicts in U. S. defense planning. You get, in their own words, the 
views of top generals and admirals, dealing with the way U.S. should be 


ca seas 


‘APPREHENSION FOR SECURITY OF U. S.‘'—Dangers in the way unification is work- 
ing out, de-emphasizing sea power, are explained here, point by point, by the 
Navy's Chief of Naval Operations, Admiral Louis E. Denfeld. This is the full 
text of his testimony before Congress in which he explains what the Navy be- 
lieves should be done for national defense................ccccsseseesseseseneeeteeeeeseenesees P. 38 


TRUTH ABOUT SOVIET PLANES...... Peon 
Does Russia have enough big bombers 
for an atomic blitz against U.S. cities? 
Are Stalin’s new jet fighters any good? 
Are they numerous enough to stop a big 
B-36 bombing raid? These and other 
questions are answered in this article on 
just how good Russia’s air force really is. 


CONGRESS-TRUMAN DRAW.......... P.18 
The President wins some rounds, loses 
some in a tally of what the 81st Congress 
accomplished in its 1949 session. He gets 
a return bout next year. Here are the 
results, issue by issue. 


RFC: HAVEN FOR BUSINESG.......... P. 22 
Need a few hundred thousand dollars to 
get your business off the rocks? Uncle 
Sam’s RFC may be the answer. This 
article shows how Government steps in 
where bankers fear to tread. It shows 
what you must do to get a loan if you 
can qualify under the RFC’s rules. 


SHIFT AWAY FROM FARMG............ P. 24 
It’s been nearly 70 years since the U. S. 
farm population has been as small as it is. 
Farmers are decreasing steadily as a 
proportion of the population, but they 
haven't lost income or political influence. 


FOOD PRICES STAY HIGH.............. P. 26 
Your food bill is likely to stay about as 
high as it is now in months ahead. That's 
the outlook, despite bumper crops. 


BERLINERS TURN FROM U. 6......... P. 28 


Berlin is slipping into severe depression. 
A third of the people in the Western sec- 
tors are living on relief. Drama of the 
“air lift” is gone. Hunger is making peo- 
ple bitter. Danger is that Russia may win 
out there, after all. 


PLANE PLANTS‘ NEW BOOM.......... P. 37 


Aircraft builders on the West Coast are 
getting an unexpected boost from the 
nation’s air lines. A boom in air travel is 
resulting in more orders for commercial 
planes. A backlog of orders is building 
up, employment is rising. 
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GOOD DIGESTION 


E DIGESTIVE SYSTEM has been 
called ‘“‘nature’s most wonderful 
chemical laboratory.”’ Throughout 
life, the vitality and strength of every 
part of the body depend largely upon 
how well thislaboratory doesits work. 


The digestion of a single food may 
require twenty-four hours or longer. 
During this time, digestive juices se- 
creted by glands in the mouth, stom- 
ach, and small intestine and by the 
liver and pancreas make it possible 
for the body to convert food into nu- 
tritional elements. These produce 
heat and energy and supply materials 
necessary for growth and repair. 


Sometimes, however, the digestive 
processes fail to function properly. 
This may be due to faulty eating 
habits, infections, fatigue, food al- 
lergies, emotional disturbances and 
other causes and may lead to minor 
as well as serious digestive disorders. 


In fact, studies show that digestive 
troubles are more common than any 
other ailments except those of the 
respiratory system. 


7 HINTS FOR GOOD 
DIGESTION 





1. Avoid eating when rushed or when 
emotionally upset. 

2. Keep the teeth in good condition 
so that food may be chewed thor- 
oughly. 

3. Drink adequate amounts of water 
(six to eight glasses a day) and estab- 
lish regular habits of elimination. 

4. Do not eat too much or too often. 
5. Cultivate an appetite for a wide 
variety of foods, especially those that 
are rich in the essential nutritional 
elements. 

6. Avoid strenuous exercise immedi- 
ately after eating. 

7. Do not resort to self-treatment. If 
digestive complaints persist, consult 
the doctor. 


Modern medicine has developed 
many instruments and tests which 
help the doctor to diagnose digestive 








disorders with great accuracy. For 
instance, X-rays permit the doctor 
to follow ‘‘test meals’ throughout 
the digestive system and to observe 
the position, size, shape, and move- 
ments of the digestive tract. In addi- 
tion, chemical tests and analyses 
give him essential information about 
whether the digestive organs are 
functioning properly. 

















Some digestive conditions are so 
trivial that they can often be cor- 
rected by surprisingly simple mea- 
sures, such as eliminating trouble- 
making foods from the diet. Others 
are serious and, if allowed to progress, 
may affect general health, and re- 
quire prolonged dietary restrictions 
or surgery. 











So, it is always wise to seek medi- 
cal advice for persistent digestive 
complaints such as pain, nausea, 
“indigestion,” or even continued 









lack of appetite. The doctor, in most 
cases, can quickly discover the causes 
and suggest corrective treatment that 
may help to insure better digestion 
and better health. 
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WEW Dodge 
B-2 Series 
Engine Features 






B-2 Series Chassis Features 


1. SUPER-FRICTION 
CLUTCHES. Large frictional 
b-Rated” 
smooth action and long 


5- 
2. RUGGED 3-, 4- or 
SPEED SYNCHRO - SHIFT 
TRANSMISSIONS _— 


for the load. Carbu- 
= heat-treated 


ion bearings 


for 
life. 


** Job- 


s 3. FULL-FLOATING REAR 
AXLES ..-- Hypoid design; 
banjo-type housing - - 
noted” for the load. Long 
¢ life ... low upkeep cost. 
4. CYCLEBONDED brake 
rivets) prolong 


.* Job- 


© 5. CROSS-TYPE STEERING 
: . . . Sharp turning angle; 
easier handling - - - 


simpli- 


More-for-your-money... 
DODGE vob-Rated “TRUCK 


6. SAFETY-LOCATED 
GAS TANKS ..-- Outside 
the cab, NOT inside! 


NEW STEERING COLUMN 
GEARSHIFT . - - gt 
equipment on Wa-, %- — 
l-ton models with 3-spee 

transmissions - + - provides 
easier handling, more un- 
obstructed floor space, 
greater safety of operation. 


“RIGHT-SPOT”’ HAND 
BRAKE... under the center 
of the cowl. - - right where 
you want it. Standard on all 
Yp-, Ys- and \-ton models. 
Provides ynobstructed floor 
space; easier passage 
through either 


@ FAMOUS DODGE L-HEAD TRUCK ENGINES .. . “Job-Rated” 
for your loads. Save gas, oil—cut service expense. 
@ COMPLETELY SPLASH- AND DUST-PROOF ELECTRICAL 
SYSTEM . . . with high-output generator. Resistor-type spark 
plugs, and high-output coil, provide amazingly smooth engine 
operation; insure longer plug life. 
@ EXHAUST VALVE SEAT INSERTS . . . resist wear, pitting. 
Reduce valve grinding; preserve performance. 


@ REPLACEABLE PREFITTED MAIN BEARINGS . . . precision, 
long-life quality. Reduce maintenance costs. 


356 BASIC CHASSIS MODELS, RANGING FROM 4,250 TO 23,000 LBS., G.V.W. 


cab door. 


series 


HEY’RE more-for-your-money any 
way you look at them! 


Read why . . . on this page. See why 
... at your Dodge dealer’s. 


New B-2 Series Dodge ‘‘-Job-Rated’’ 
trucks are designed throughout to 
last longer . . . to save you money! 


Compare them—feature for feature, 
price for price, value for value—with 
any other trucks! Know what you’re 
getting for what you pay. 


Switch to Dodge. See your Dodge 
dealer .. . now. . . and save money! 


@ FULL-LENGTH CYLINDER COOLING . . . uniform cooling of 
cylinders, protects . . . reduces wear. 


@ 4-RING ALUMINUM ALLOY PISTONS... . for top performance; 
longer bearing life; low oil consumption. 


@ FULL-PRESSURE LUBRICATION . . . insures positive pro- 
tection of main, connecting rod and camshaft bearings and 
camshaft drive; prolongs engine life. 


@ OIL-BATH AIR CLEANER . . . highly effective in protecting 
the engine from dust and dirt. 
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24th and N Streets, N.W. 


lomorrow Washington, D. C. 


Strike squeeze really will begin to hurt in days just ahead. There will be 
more plant shutdowns, loss of jobs for non-strikers, slowdown in business. 

Autos will be hurt in about two more weeks. Construction is feeling the 
pinch in some places now. Other industries are getting short of steel. Coal 
supply is more adequate, but a cold wave could start a run on supplies. 

Strikes in steel, coal will go on until the public hollers. 

Strike settlements will come when people start to get annoyed, when it is 
clear that a longer strike will produce a political kickback. Mr. Truman then 
will jump into action, if necessary; will use his powers to force a deal. 

Outlook still is for a November settlement. 











After the fun wears off and a deal is forced in coal and steel: 

Each miner, steelworker will be out around $250 cash. Pay per hour will 
.be little, if any, higher. Pensions that might be enjoyed sometime by those who 
live long enough will be what they would have been without a strike. Workers in 
coal won't contribute to their pension plan, steelworkers may not. 

Business, set back by strikes, will recover with their end. Steel will move 
back toward capacity operations. Shortages, strike generated, will need to be 
made up. Business level for 1950, as a result of 1949 strikes, may be higher 
than it would have been without strikes. 

Prices will be firmer after strikes. Price cuts for steel, for autos and 
other products using steel are less likely or, if made, will be small. Profits 
for steel companies will be dented in 1949, larger in 1950. Big strikes, next 
year will be a much-diminished prospect after big 1949 strikes. 














Philip Murray, striking steel, looks to Mr. Truman to pull him through. 
Murray, at best, won't show much tangible in way of gains for steelworkers. 

John Lewis, on his own in coal, will be under most U.S. »vressure to deal. 

Murray will deal if he knows what Lewis is to get. Lewis would deal if he 
knew he had a little more than Murray could get. Prospect is that Lewis is going 
to get a bit more than Murray in things workers can see and feel. 

Coal miners, however, will have less steady jobs than steelworkers. Coal- 
worker income, down sharply in 1949, won't be much better in 1950. Steelworker 
income, lower in 1949 due to strike, will be somewhat better in 1950. 

Strikes, basically, are not to turn a recovery trend to recession trend. 








There's something for almost everybody in what Congress promises: 

Farmers are assured Government support of prices. Food prices won't be 
allowed to fall much during the year ahead. Farm practices, however, are to 
come under firmer Government control. 

Businessmen will get record peacetime orders from Government. Loans will 
be on tap for those who need money, have some collateral and can't get money 
from banks. Credit for construction will be kept cheap, abundant. 

Labor gets a higher minimum wage. 

Old people have a promise of bigger pensions next year. Coverage of old- 
age insurance then will be made broader, benefits will be raised. 











(over) 


Written for the issue of October 21, 1949, Volume XXVII—No. 17 
U. S. NEWS & WORLD REPORT 


(No part of this or any other page may be reproduced without written permission) 

















NEWSGRAM--TOMORROW-- (Continued) 


Veterans get bigger pensions. 

Government workers get a fourth-round pay raise. Cabinet members, other 
high officials get a raise--their first. The President had his raise earlier. 

People abroad are given more billions in direct aid, a start of billions to 
provide them with arms that otherwise would have to be made or bought. 

Nearly 46 billions in cash is to be passed around in this fiscal year, in 
the year that ends next June 30. That's more than ever before in peacetime. 
Dollars are supposed to make the wheels go round, to keep people happy through 
election year that lies ahead. Spending trends, once started, are hard to stop. 














When it is all added up: 

Output of goods is down sharply, because of strikes. 

Demand for goods is holding high, tending to rise. 

Result: Output will have to rise later to meet demands. 

Auto demand suggests another good year for cars and trucks in 1950. New 
houses, on basis of demand, are likely to approach 1 million again. Household 
goods, with output cut in recent months, will be in big demand again. 








U.S. is without any very clear-cut ideas about its future defense. 

Top U.S. commanders wobble, shift position, take spur-of-the-moment action. 
But when it all shakes down, as it will in the next year or two: 

Strategic bombing, concept of winning a war with bombs, will be deflated. 

Tactical air, development of aircraft for co-operation with other services 
in a unified war plan, will get more emphasis. Russia emphasizes that. 

Army will get more of the air force it wants. 

Air Force, as such, will tend to be less of a law unto itself. A lot of 
fancy ideas, popular now, will be exploded by military studies. 

Navy will regain the right to develop its own weapons. 

Idea of two services ganging up to veto the plans of one service by a 
majority vote can't be made to work. Air Force, young and cocky, appears to 
have overplayed its hand in going all out for the big, slow bomber. 








What the country is to learn is this: 

Strategic bombing, using the atom bomb, assuming that 100 per cent of all 
bombs used hit the target at which directed, cannot be expected to win a war. 

Bombing, as such, can be overrated, overemphasized in U.S. planning. 

A joint Army-Air Force-Navy committee, headed by an Air Force general, came 
up with that unanimous conclusion in a report made to U.S. Joint Chiefs of Staff 
on July 28, 1949. Air Force tried to change the mind of its general who headed 
the study but couldn't do it. Idea of a "blitz" war by air, sold to the country 
by its Air generals, is found to be impractical, just a drem. 

There's going to have to be a lot of down-to-earth thinking by U.S. war 
planners. Ideas they'd been working on are getting all jammed up. They are not 
too sure now just what to count on, or which direction to take in making plans. 





Mr. Truman feels that things are continuing to break his way. 

Strikes, bad now, are to be forgotten long before November, 1950. 

Recession that was under way in first half, 1949, is turning into recovery 
in second half. Mr. Truman is told that business will be good through 1950. 

Russians, who were belligerent a while back, are calmer. 

Britain's leaders, offering the public social security, remain confident 
that they'll win again in 1950. Social security gets votes in Norway, too. The 
President is sure that social security is the right vote formula in U.S. 

There is nothing, as the President can see it, that can upset the party in 
power in U.S. during the November election campaigns next year. Idea is that 
people will be working, prosperous, fairly contented and inclined to vote 
Democratic. Farmers may not feel as good as other groups, but the plan is to 
promise some Special things to farmers next year. 
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That puts it mildly. These LEE Winter-Summer tires secured wide reputatidp 
last winter for their ability to outpull competitive tread designs no matré 
how rough the going... snow or mud. Owners brag about their LEH 
Winter-Summer tires! Yes, they are made in both conventional and extra’ 
low pressure types. 






Look at that rugged tread with its 275 deep, brute-strong calks. When snow 
lies heavy and when spring mud slips ‘‘like grease” with conventional 
tires, those husky calks dig in, take you along . . . surely, safely. 


And that’s only the half of it. Come summer, you have the regular riding 
ribs with their extra thousands of miles for over-the-open-road travel. 
Prepare now for the bad months ahead and for the pleasant ones to follow. 4 
Hitch a pair of LEE Winter-Summer tires to the rear wheels of your car 
and get there! 





LEE Winter-Summer tires are doubly guaranteed for 12 months against road 
hazards for life against any defect in material or workmanship. Your LEE 
Double Guaranty will be honored and you'll be served well by any of 
the 19,000 LEE dealers—coast to coast—-wherever you see any of the 
insignia reproduced below. : 









LEE Winter-Summer tires take the driveway 
grade with ease. Traction troubles disappear 
in snow or mud. 




















+ 





My LEE Winter-Summer tires seldom slip, 


““Snow-packed roadways no longer worry me. : 
slide or swerve.” 
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Slow down for curves... al 
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Make it easter... Sé 
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—— The March of the News. 


Far East friend. President Truman’s 
big, blue-cowled airplane, “The Inde- 
pendence,” settled down on the Washing- 
ton airport after a flight from London 
one afternoon last week. The U.S. Army 
Band struck up “Jana Gana Mana,” In- 
dia’s national anthem, and out of the 
plane stepped a slim, graying man wear- 
ing the white cap, long dark coat and 
tight-legged breeches of the East. He was 
Pandit Jawaharlal Nehru, head of the In- 
dian Government and political leader of 
millions, paying his first visit to America. 

Mr. Truman was on hand to greet him. 
Then Pandit Nehru started a round of 
formal receptions that Wash- 
ington reserves for its most 
important guests. This was the 
full treatment. Officially, the 
occasion was described as “a 
good-will visit.” But the U.S. 
was making it plain to the 
world that it regards India as 
an important power, a place to 
make friends for America, as 
Russian influence is taking root 
in much of the Far East. 


Heat in Congress. Congress, 
tidying things up for adjourn- 
ment, last week found itself 
with almost more business on 
hand than could be cared for 
comfortably. Members needed 
time to make train reservations, 
go over apartment leases, check luggage 
and do scores of small jobs that precede 
a trip back home. Besides, there was 
plenty of work to be done in Congress. 

The Senate debated farm prices, con- 
sidered the plight of displaced persons, 
worried about appropriations, airplanes 
and a host of other things right up to the 
week end. In the House, Republicans jok- 
ingly presented Speaker Sam Rayburn 
with an Irish shillelagh to keep his restive 
Democrats in line. 

The biggest show of the week was 
symbolized by a cluster of gold-bedecked 
Navy caps that surrounded a model of a 
B-36 bomber on a table outside a House 
committee room. Inside the room the cap 
owners—top men of the Navy—were dis- 





counting the effec- 
tiveness of the Air 
Force’s B-36. They 


argued that the new 
unification setup was 
sapping the strength 
of the Navy and 
weakening U.S. de- 
fenses in the process. 

President Truman 
kept his own hat neat- 
ly racked up in the 
White House. He 
stayed away from the 
Navy-Air Force con- 





TRUMAN’S HAT 
...athome 





‘BRASS HATS‘ 
... all out 


troversy and left it to Defense Secretary 
Louis Johnson to absorb the heat admi- 
rals were generating in Congress, At 
his weekly news conference, Mr. Typ. 
man was noncommittal about the whole 
affair. The President and his Cabinet 
make defense policy in consultation with 
the Joint Chiefs of Staff, he said, and he 
let it go at that. Once or twice, during 
persistent questioning, he raised his voice 
but explained he did so because of poor 
acoustics, and not out of exasperation, 


Bigger pay checks. Getting men who 
are both willing and able to handle 
important jobs in the Govem- 
ment has long been a perplex. 
ing problem for Presidents, 
Some able men shy away from 
Washington jobs because of 
political abuse and criticism. 
Others simply say “no” because 
they can make more money in 
private business. Last week, 
after-a lot of argument, Con- 
gress agreed on what President 
Truman regards as a step in 
the right direction—a raise in 
pay for Government “big shots,” 

Final approval will boost the 
annual pay of Cabinet officers 
from $15,000 to $22,500. A 
couple of White House secre- 
taries will get $20,000 a year, 
double the prewar rate. Other 
executives will be making from $15,000 
to $17,000 for jobs that now pay about 
$5,000 less. After all the increases are 
passed around, the cost to U.S. taxpay- 
ers will be a million dollars a year. 


—Acme 


“Five percenter’’ memories. In 
quiet contrast to its noisy beginning, the 
Senate’s investigation of so-called “five 
percenters” closed down for the year. 
Washington had all but forgotten the 
fascinating stories of gifts, favors and 
Government contracts. But two names in 
last week’s news stirred old memories. 

James V. Hunt, whose activities started 
the inquiry, went out of business as a 
management counselor. The same illness 
that made it impossible for him to testify 
before the Senate also 
prompted him to close 
up shop. 

Maj. Gen. Harry H. 
Vaughan, President 
Truman’s military aide 
and a central figure in 
the hearings, made a 
speech in which he 
said in effect: The 
General doesn’t mind 
if he seems “unethical” 
to some people so long 
as he pleases his good 
friend, Harry Truman. 


—Acme 
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Only economical replacement for the DC-3 


Short haul or long... passengers, mail and cargo—the new 
Douglas Super DC-3 is designed to make money! 

You can convert present DC-3’s at a fraction of the cost of 
new transports—and get planes that are fast, modern, familiar 








and economical to operate. 

The Super DC-3 carries up to 37 passengers at 250 mph. Pay- 
load is 2800 lbs. greater and gross weight up 5800 Ibs. 

No loading ramp needed! Built-in steps lower for use seconds 
after arrival. Passengers carry wraps and luggage on and off. 
New up-swing door and large rear cargo space speed handling. 

For economical, dependable service —to cities large or small — 
get the facts now on the new Douglas Super DC-3. 


DOUGLAS AIRCRAFT COMPANY, INC., SANTA MONICA, CALIFORNIA 




















Dotted outline above 
shows silhouette of DC-3, 
more than 3 feet shorter 
than new Super DC-3. 


LOOK AT THESE 
GREAT SUPER DC-3 


Super DC-3 —31,000 Ibs Super DC-3—250 mph 


Super DC-3—7,800 Ibs. 
ADVANTAGES Payleed ee Oe 300 Ibs. Crees waite ee oe 200 Ibs. Speed ) 1-3 189 mph 
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by using OIL 


ie if ome 
with an Engineer ing Deg ree! 


You can enjoy the benefits of Texaco’s One P| ' 
Purchase Agreement for all your plants—as do j 
many major industries throughout the U.S. 

The benefits? Increased output—lowered unit costs. 

e How achieved? By using OIL with an Engineering = 
Degree! 73 

That means quality lubricants prescribed by skilled \\ 


Texaco Lubrication Engineers. 
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e These experts apply to your operations Branded OIL 


Texaco’s extensive cost-cutting experience in 


all fields of industry. with an 


: ; Engineering Degree! 
Your plants then get the right Texaco lubricants in the right 

quantities, in the right places, at the right times— 

through more than 2300 Texaco Wholesale Distributing Plants. 


e Texaco is preferred by major industries. For instance: 
more revenue airline miles in the United States 
are flown with Texaco Aircraft Engine Oil than with any other brand. 


Call or write the nearest Texaco plant or 
The Texas Company, 135 East 42nd Street, New York 17, N. Y. 


The Texas Company 





“ 99 an 7. ‘ ; . 
More than 2300 Texaco Wholesale Distributing Plants in all 48 States — to serve all your plants. 
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Russian Air Force is the biggest 
in the world, and growing. Long- 
range, atom-carrying bombers 
are getting new emphasis. 

Main strength is in tactical 
caft to support land armies. Jet 
fighters, guided missiles for de- 
fense are strong, too. 

Soviet air planning, up to now, 
has been aimed at protecting the 
homeland. But bombers big 
enough to hit U. S. are on hand, 
ready for active duty. 


This fact gradually is being accepted 
by top military planners of the United 
States: The Air Force of Russia, already 
powerful, can do to the United States 
what the U.S. Air Force can do to Rus- 
sia once both nations are equipped with 
a stockpile of atomic bombs. 





faz: 


LOADING A SOVIET BOMBER 
...a one-way ride to the U. S.? 


OCTOBER 21, 1949 








A claim is made by the U.S. Air Force 
that its bombers, carrying atom bombs, 
can destroy Russian cities and industries, 
and may be able to win a war alone. If 
the claims of air planners in the United 
States are correct, then the reverse 
could apply and a well-developed Rus- 
sian Air Force could destroy American 
cities and industry and might, by itself, 
win a war. 

The truth about Russia’s Air Force, as 
a result, is beginning to take on high im- 
portance for this country. Military serv- 
ices of U.S. and of nations associated 
with this country are starting to appraise 
carefully the strength of Russia in the air. 
Essential facts about present Soviet air 
power are coming to light. 

Air strength of Russia, on the basis 
of information now available, is formid- 
able and growing. 

In numbers, Russia’s Air Force totals 
about 15,000 first-line planes. That’s re- 
ported by Gen. Omar Bradley, Chairman 
of U.S. Joint Chiefs of Staff. In addition, 
the Soviets have 10,000 more planes in 
reserve. This compares 
with Air Force strength 
in U.S. of 9,400 active 
planes, 9,100 planes in 
reserve. Soviet power is 
about the same as the com- 
bined strength of the U. S. 
Air Force and Navy air 
arm. 

Of those 15,000 first- 
line Soviet planes, British 
intelligence sources give 
this breakdown: 

Big bombers, of the 
type that could reach U. S. 
from bases in Russia, ac- 
count for 750 to 1,000 
four-engine aircraft. One 
Soviet bomber division, the 
largest, specializes in Arc- 
tic flying and _ operates 
from Siberian bases. 

Interceptor planes, jet 
propelled and far faster 
than B-36 bombers of the 
= United States, account for 
‘to ~=—S- another 1,000 planes in an 

independent Fighter Com- 
mand. Sole function of 


TRUTH ABOUT SOVIET AIR FORCE: 
NOW THE BIGGEST IN THE WORLD 


With Atom Bombs, Could Do Anything U.S. Can 


these aircraft is to intercept Western 
bombers that may try to reach Soviet 
cities and industrial areas. 

Fighters and _ fighter-bombers, 
ever, comprise most of the present Soviet 
Air Force. There now are 12 tactical “air 
armies” of about 1,000 planes each, un- 
der direct authority of Russian Army 
commanders. Their prime purpose is to 
furnish air support for Soviet land forces, 
but these planes also are available for use 
against bombers that attack Soviet cities 
and defense installations. 

Coastal defense planes, under com- 
mand of the Soviet Navy, account for the 
remaining 1,000 planes. This force is de- 
signed primarily to guard Soviet ports 
and coast lines from air attack. 

Missiles for antiaircraft use also add 
to the Russian Air Force’s defensive 


how- 


strength. Chief of the U. S. Navy’s guided- 
missile operation, Capt. John H. Sides, 
discloses that the Russians have an anti- 
aircraft missile able to knock down air- 
craft flying at an altitude of 65,000 feet 
from distances 31 miles away. That mis- 





—Sovfoto 


SOVIET FIGHTERS 


. . a strong defense for the U.S.S.R.? 


11 











U.S. News & World Report 





sile, with a proximity fuse, a radar hom- 
ing device, and a top speed of 1,700 miles 
an hour, was captured from the Germans 
four years ago, when it was within a year 
or two of final development. They—not 
long-range missiles—are getting the em- 
phasis in Russia’s guided-missile program. 

Airmen—pilots, gunners and ground 
crews in Russia’s present Air Force—are 
estimated by General Bradley at about 
600,000 men. That’s nearly 50 per cent 
more than the strength of the U.S. Air 
Force. 

That, in brief, is the picture of Russia’s 
new Air Force, as drawn by responsible 
officials in U. S. and Britain. It shows, too, 
500 air regiments equipped largely with 


they can counter U. S. moves in strategic 
warfare. 

Tactical air power, rather than 
bombers, is getting the big emphasis, 
nonetheless. Two thirds of Soviet air 
strength is in planes for the support of 
armies, as artillery to push ahead of land 
forces. Concept of Russia’s military plan- 
ners is that the prize of future war is 
Europe. Idea is this: Armies that can 
overrun and occupy Europe will win the 
war. Tactical air power is vital in that 
operation, and thus is getting priority. 

Defensive strength against enemy 
bombers, however, is growing fast. Ac- 
cording to British estimates, the Russians 
have 1,500 to 2,000 fast jet fighters in 





WIND-TUNNEL TEST IN RUSSIA 





—Sovfoto 


. .. postwar development has been rapid 


postwar planes, adding up, numerically, 
to the biggest single air force in the 
world. 

Strategic air power, neglected in 
the past, is beginning to be stressed mod- 
erately in this Air Force. New Soviet 
bombers, apparently copies of the U. S. 
B-29, have a probable range of 4,500 
miles or more. With that range, traveling 
one way, those bombers could reach any 
point in the U.S. from bases in Siberia. 

The Russians now have at least eight 
of these planes, big enough to carry the 
atom bomb, for every city in U.S. with 
a population of 100,000 or over. Soviet 
military leaders have not threatened use 
of their bombers to knock out U. S., but, 
with an adequate stockpile of bombs, 


12 


squadrons, with the prime mission of 
shooting down any bomber attack on 
the homeland. That force is said to be 
growing at the rate of 200 planes a 
month. These planes are more heavily 
armed than U.S. or British jet fighters. 
To get advance warning, a vast network 
of radar installations is under construc- 
tion around Russian industrial areas. And 
a series of antiaircraft-missile installations 
is reported being built near major cities. 

Plane types of Russia are described 
by U.S. and British experts as being at 
least as good as Western types in the 
fighter-plane field, not so far advanced in 
the bomber field. As examples: 

Jet fighters and interceptors are faster 
than standard Western models. Russia’s 


es, 


new Yak jet fighter was tracked by radar 
over Korea at better than 600 miles an 
hour. The latest Yak model is reported 
to be in the 650-mile-an-hour class. This 
plane, possibly the fastest plane in use 
by any of the world’s air forces, is thought 
to have a power plant based on the Brit. 
ish Nene jet engine, sold to Russia ip 
1948. 

German influence shows up in other 
fighter types. The two jet research planes 
pictured on page 13 closely resemble the 
wartime product of German jet experts 
now working in Soviet research centers, 

Jet bombers, too, are being devel. 
oped. The Ilyushin four-jet bomber now 
is in production. Its four underslung jet 
engines resemble those on the U. S. Boe- 
ing B-47 jet bomber, while its fuselage 
is shaped like that of the Martin Maraud- 
er. It has limited range, could reach 
Western Europe, but not the U. S. 

Long-range bombers, of the Russian 
TU-70 type, appear to be copied from 
B-29s interned in Russia during the war, 
New, bigger models, however, are be- 
lieved to be in the development stage, 

What it adds up to is this: 

Emphasis in Russia’s postwar Air 
Force shows the direction of Soviet war 
planning. That emphasis is on tactical air 
power for support of big land offensives, 
not on fleets of long-range bombers for 
an atomic war against Western cities 
primarily. 

Capabilities of Soviet air power, how- 
ever, are basically the same as those of 
U.S. air power. Bombers with sufficient 
range and size, and in sufficient quantity, 
are available to carry an atomic attack to 
U.S. centers, just as American B-36s 
could carry such an attack to Russian 
targets. Air defense in Russia, too, is 
strong enough to require serious atten- 
tion. 

Strength of that Air Force, primarily, 
is in its new-model fighter-bombers for 
support of the Army, its growing fleets of 
fast interceptor planes, and its superiority 
in numbers that could control the skies 
over Europe in the event of war. 

Weakness in some fields is evident, 
too. Soviet bomber pilots lack the know- 
how gained by U.S. fliers in World War 
II. Radar equipment, captured from the 
Germans, is good, but production of such 
technical equipment in Russia is slow. 
Quality of plane production, other than 
jet, is believed to be inferior to Western 
standards. 

Over all, the evidence is that Russia’s 
Air Force must be considered able to do 
anything to the United States that the 
U.S. Air Force is able to do to Russia. 
When Russia gets an adequate stockpile 
of atom bombs, in the opinion of qualified 
experts in Great Britain and United 
States, this country’s advantage in the 
air is likely to be gone. 
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RED JETS: A PORTFOLIO OF FIGHTERS AND BOMBERS 


THE YAK: One of the new 
Soviet jet fighters, the Yak, 
is heavily armed and is pos- 
sibly the fastest piane in use 
by any of the world’s air 
forces. Airmen have noted 
its similarity to U.S. Air 
Force’s F-84, the Thunderjet. 
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RUSSIAN VERSION OF NAZI JET RESEARCH PLANE 
German experts were a help 
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RUSSIA‘S OWN MIG-TYPE JET RESEARCH PLANE 


Western observers were impressed 


THE ILYUSHIN: This jet bomb- 
er, developed in Russia and 
now in production, could 
reach most cities in Western 
Europe. Its four underslung 
jet engines resemble those 
on the U. S. Air Force’s B-47 
stratojet bomber. 
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HOW SHOULD U.S. BE DEFENDED? 
MILITARY CHIEFS IN A MUDDLE 
BATTLE OF WORDS IS FOUGHT BY TOP GENERALS AND ADMIRALS 


Generals and admirals, charged with shaping U. S. defenses, are badly split on 


how to fight any future war. 


Deep-seated differences exist over strategy, over weapons, over roles of the serv- 
ices. Taxpayers, putting up 14 billions a year for the military, are left in doubt over 


the quality of protection they are buying. 


Air Force, Army, Navy officials, arguing, reveal their clash in viewpoint. 
You get a blow-by-blow account of issues that concern the future safety of U. S. 
in what follows. The words are the words of top defense officials themselves, given 


in current hearings and recent statements. 


On basic U. S. strategy, there is disagreement, not 
agreement: 

GEN. OMAR BRADLEY (CHAIRMAN, JOINT CHIEFS OF 
STAFF). At the instant of aggression, the United States 
must fling the full force of its strategic air offensive 
against the enemy’s heartland. 

FLEET ADMIRAL WILLIAM HALSEY, RET. (NAVY). The 
bombing of cities and industries is essentially a siege 
operation—designed to sap the strength and vitality 
of the defenders. If military history shows us one 
thing, it is this. Siege operations have never suc- 
ceeded against an enemy while that enemy possessed 
troops in the field which could attack the besieging 
forces. 

AIR SECRETARY STUART SYMINGTON (AIR FORCE). 
We can hope, but no one can promise, that if war 
comes the impact of our bombing offensive with atomic 
weapons can bring it about that no surface weapons 
ever have to become engaged. 

ADMIRAL ARTHUR RADFORD (COMMANDER IN CHIEF, 
PACIFIC FLEET). In the minds of our citizens, this falla- 
cious concept promises a short cut to victory. Our 
citizens must realize that its military leaders cannot 
make this promise—that there is no short cut, no 
cheap, no easy way to win a war. 

SYMINGTON (AIR FORCE). We do know that the en- 
gagement of surface forces will take place with much 
greater assurance of success, and much fewer casual- 
ties to the U.S. and its allies, if an immediate, full- 
scale atomic offensive is launched against the heart 
of the enemy’s warmaking power. 

HALSEY (NAVY). Mass bombing of cities and factories 
can only produce delayed, remote, and indirect effects 
on the course of the war. The weight of the evidence 
in our own and British bombing surveys shows this 
very clearly. These reports show that it was a mistake 
to believe that B-17s, or later B-29s could, by un- 
escorted mass bombing attacks on cities, gain military 
advantage in proportion to their cost, or to believe 
that results would be directly and immediately ef- 
fective. 


GEN. HOYT VANDENBERG (CHIEF OF STAFF, AIR 
FORCE). The ultimate objective of the strategic air 
campaign is to reduce an enemy’s capacity to below 
the level at which he can support his war effort. 

RADFORD (NAVY). One member of the defense team 
in one branch of the Government asserts that the best 
guarantee for America’s security lies first in preventing 
war by the threat of atomic annihilation, and second 
in prosecuting such a war of annihilation if we have 
to fight. 

The testimony that has been presented to you gives 
the over-all impression that there is a meeting of 
minds as to these theories in the Department of De- 
fense. This impression is wrong. 

BRADLEY (JOINT CHIEFS). We have repeatedly recog- 
nized in this country that the first priority of the joint 
defense is our ability to deliver the atomic bomb. 

FLEET ADMIRAL ERNEST J. KING (FORMER CHIEF OF 
NAVAL OPERATIONS). The Nazis were subjected to four 





—Acme 
REP. VINSON HEARS AIR SECRETARY SYMINGTON 
... ‘an immediate, full-scale atomic offensive” 
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ADM'!RAL WILLIAM HALSEY TESTIFIES 
“‘The bombing of cities and industries is essentially a siege operation” 


or five years of intensive bombing, yet their industrial 
production increased, their armies, submarines and 
airplanes fought on . .. Can we believe that a govern- 
ment hardened to purging millions of its own people 
is to be frightened at the prospect of the bombs that 
might be dropped on its cities?..... 

If, in addition to the bombs dropping on his inland 
factories, a potential enemy visualizes tanks and ar- 
tillery pounding at his borders, a naval task force over 
the horizon striking persistently and accurately at his 
naval and military concentrations, and a landing 
threatening at still another point, he wil! realize that 
he is facing certain defeat. He will not start a war that 
he is sure to lose. 





—Acme 
MR. VINSON HEARS ADMIRAL RADFORD ON NAVY’‘S SIDE 
“‘There is no easy way to win a war’ 


I suggest that in the matter of enforcing the peace 
we are overemphasizing the “strategic’’ bombing plane 
at the expense of our national safety. 

VANDENBERG (AIR FORCE). The Joint Chiefs of Staff 
separately and jointly are of the firm opinion that the 
concept of strategic bombing and the extent of its 
employment as now planned are sound. 

RADFORD (NAVY). Strategic bombing should be a 
primary role of the Air Force. However, the United 
States is not sound in relying on the so-called “stra- 
tegic bombing concept” to its present extent. This 
concept is symbolized by the B-36 delivering the 
atom blitz. 

On ability of B-36s to hit Russia without fighter 
escort, and return, the conflict in opinion is even 
greater: 

GEN. GEORGE KENNEY (COMMANDANT, AIR UNI- 
VERSITY). At the present time, if I send 100 B-36s out 
on missions to drop bombs at 40,000 feet, at night, I 
would expect to get back 100 airplanes. 

RADFORD (NAVY). The B-36 can be intercepted and 
destroyed in unacceptable numbers if it is unescorted. 
Today, ... American planes, by day or night and at 
all speeds and altitudes which the B-36 can operate 
on military missions, can locate the bomber, intercept 
the bomber, close on the bomber, and destroy the 
bomber. Our present ability to do this will increase 
greatly during the service life of the B-36. It is 
folly to assume that a potential enemy cannot do 
as well. 

KENNEY (AIR FORCE). As to the criticism that fighters 
can intercept and shoot it down, the B-36 at night, 
doing radar bombing from 40,000 or more feet altitude, 
is perfectly safe from interception until someone de- 
velops an all-weather night fighter with proper arma- 


(Continued on page 16) 
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AIR FORCE’S B-36s 
... ‘perfectly safe from interception’? 


ment that can carry a big search radar and operate at 
such altitudes. We haven’t that night fighter and 
neither has anyone else. It will probably be another 
five years before such a night fighter is developed 
and in production. 

CAPT. FREDERICK TRAPNELL (COMMANDING OFFICER, 
PATUXENT NAVAL AIR TEST CENTER). The Corsair night 
fighter now in service has performance adequate to 
intercept the B-36 at 40,000 feet. It has radar which 
is effective with ground control. 

The Douglas Sky Knight, a two-seat jet night 
fighter, which will soon go into service, has the per- 
formance and has radar adequate under all con- 
ditions to intercept the B-36 at 40,000 feet. It com- 
pleted five successful night interceptions above 40,000 
feet on its first radar test 

It must be concluded that the B-36 
is not even now safe from intercep- 
tion at night. 

LIEUT. GEN. CURTIS LEMAY (COM- 
MANDING GENERAL, STRATEGIC AIR 
COMMAND). It is my business to 
know and have at my finger tips all 
the information available on weap- 
ons that may be brought against 
me in carrying out my mission. I 
know of no night fighter that 
could be brought against us at the 
present time that would be at all 
effective. 

TRAPNELL (NAVY). American pilots 

. were they attacking an enemy 
B-36, would consider that two Ban- 
shees provide a fair fight. Three 
Banshees should positively insure the 
destruction of the B-36. 








GENERALS KENNEY & LEMA 
... anew kind of war? 


On B-36 vulnerability to radar, opinions also dif- 
fer widely: 

LEMAY (AIR FORCE). I think if you go high enough 
with any airplane you can get over the present radar 
equipment without being picked up... 

I believe we could run the B-36 in over a target 
at the present time, and not only get it over—I doubt 
if they would ever know it was there until the bombs 
hit. 

TRAPNELL (NAVY). As for the radar problem—at the 
Naval Air Test Center we get good results in detect- 
ing, tracking and controlling jet fighters—at altitudes 
well above 40,000 feet—with radar equipment that is 
four years old—and without any special electronic 
aids in the planes. 

Because the B-36 is a vastly more favorable target 
than these jet fighters, we expect even better results 
against it. From our experience we see no grounds for 
the statement that the B-36 can go undetected in 
enemy territory, simply because it is flying at 40,000 
feet. 

On accuracy at 40,000 feet, there are these views: 

VANDENBERG (AIR FORCE). We have always prided 
ourselves on our ability to hit a target from any alti- 
tude. 

KENNEY (AIR FORCE). [In answer to the question, 
“Has bombing become so efficient that you can suc- 
cessfully bomb from the high altitude which could be 
attained by a B-36?”] Using the A-bomb, yes. 

RADFORD (NAVY). There are no significant develop- 
ments which have improved bombing accuracy at 
40,000 feet—under battle conditions and without local 
control—over that which obtained in the last war for 
bombing at 20,000 feet. It was found then that, to be 
effective, bombing often had to be done at much 
lower altitudes. 

VANDENBERG (AIR FORCE). I questioned General 
LeMay about that . .. He assured me that the accu- 
racy [of a B-36 at 40,000 feet] was just as good... 
and in some cases better with trained crews than it 
was with the B-17s [at World War 
II altitude]. 

TRAPNELL (NAVY). In addition to 
the very questionable accuracy of 
any kind of bombing from 40,000 
feet, it is certain that a large percent- 
age of strategic targets are in areas 
devoid of the physical characteristics 
which are essential if they are to be 
located and identified by radar. On 
this point alone, and without regard 
to the vulnerability of the B-36, the 
chances of success of any strategic 
night bombing mission are extremely 
uncertain. 

VANDENBERG (AIR FORCE). [In an- 
swer to the question, “Do you feel 
that the B-36 at that high altitude 
flying above an overcast, we will 
say, can accurately deliver an atomic 
bomb?”’] I do. 


—Aeme 
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COMMANDER EUGENE TATOM (HEAD, AVIATION 
BRANCH, NAVY BUREAU OF ORDNANCE). In the most 
daborate experiment ever carried out by man in peace- 
ime, under the most favorable conditions imaginable, 
in perfect weather and with full knowledge of the 





atmospheric conditions and winds over the target at 

Bikini, using the most highly trained bombing crew 
in this country, from an altitude well below 40,000 
fet, with the battleship Nevada painted a brilliant 
grange to set it out as an ideal aiming point, and after 
the bomber was given practice runs to satisfy himself 
of his solution, the A-bomb burst was so far from the 
intended point as to render the target ship one of the 
least damaged ships in the area. 

On the value of big bombers over all, these con- 
ficting views appear: 

RADFORD (NAVY). The B-36, under any theory of 
war, is a bad gamble with the national security. Should 
an enemy force an atomic wer upon us, the B-36 
would be useless defensively and inadequate offen- 
sively. The plane itself is not so important as the 
acceptance or rejection of the theory of atom blitz 
warfare which it symbolizes. It is fortunate that honest 
doubts as to the adequacy of the B-36 have served to 
bring this more vital issue before the country. 

LEMAY (AIR FORCE). The fundamental goal of the Air 
Force should be the creation of a strategic atomic 
striking force capable of attacking any target in 
Eurasia from bases in the United States and returning 
to the points of takeoff. 

BRADLEY (JOINT CHIEFS). However savage this attack 
might be, it is dangerous for us to count on a decisive 
knockout . . . Ultimately a war between nations is 
reduced to one man defending his land while another 
tries to invade it. Whatever the devastation in his cities 
and the disorder in his existence, man will not be con- 
quered until you fight him for his life. 

On the role of the Joint Chiefs, there is also a basic 
difference of opinion: 

VANDENBERG (AIR FORCE). In the concept of unifi- 
cation and the Joint Chiefs of Staff 
operation, it now becomes the task 
of the Joint Chiefs of Staff to check 
on and pass on the weapons of all 
three services to see how they fit into 
the strategic concept. 

ADMIRAL LOUIS DENFELD (CHIEF 
OF NAVAL OPERATIONS). What does 
the Navy propose should now be 
gone? ... 

Limit the scope of activities of the 
Joint Chiefs of Staff to those specifi- 
cally mentioned in the National Se- 
curity Act. 

In the present stage of unification, 
recognize that the views of a particu- 
lar service are entitled to predomi- 
nant weight in the determination of 
the forces needed by that service to 
fulfill its missions. 

Support the principle that each 





ADMIRAL DENFELD 
... anew kind of unification? 
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service within budgetary limitations be permitted <o 
design and develop its own weapons... . (Full text 
of Admiral Denfeld’s statement starts on page 38.) 

On how to beat Russia finally, a basic difference 
appears in regard to U.S. war plans: 

HALSEY (NAVY). The primary aim of all our military 
forces must be to defeat the decisive elements of the 
enemy’s armed forces. 

Attacks on remote civilian targets contribute very 
little to that defeat. To expend men and costly equip- 
ment in laying waste an enemy’s country is to divert 
effort away from the concentration of strength which 
is needed to defeat the enemy’s forces. 

VANDENBERG (AIR FORCE). The essential fact is that 
it is much more difficult and costly, in men and mate- 
rials to destroy a weapon or a mili- 
tary force after it has been deployed 
for battle than before. 

RADFORD (NAVY). After careful 
evaluation of the chances for success 
of this type of war [bombing blitz] 
in achieving the purely military vic- 
tory, many reject the theory on the 
grounds that it will fail to bring 
victory. This basic difference of mili- 
tary theory concerning the bombing 
blitz has been at the root of our 
principal troubles in unification. 

VANDENBERG (AIR FORCE). We do 
not believe that a strategic air of- 
fensive alone will win the next war 
if it comes. But we do believe that 
it will be valuable in achieving the 
pot initial advantage necessary for final 
victory with the least expenditure 
both in money and man power. 
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CONGRESS-TRUMAN FIGHT: A DRAW 


81st May Pass More of ‘Fair Deal’ in 1950 


Congress, winding up, leaves 
this record: 

Businessmen come out better 
than many expected. Labor lead- 
ers come out worse. Farm leaders 
get just about what they counted 
on. Taxes stay about as is, de- 
spite high spending. 

For Mr. Truman, the session is 
a draw. He wins on some issues, 
but much of the “Fair Deal” is 
either dead or postponed. 


Mr. Truman both won and lost in 
the first session of the 81st Congress. 
This is the Congress that returned to 
Democratic Party control, after an 
80th Congress under Republican con- 
trol had served as a major 1948 cam- 
paign issue. 

The “Fair Deal” that the President 
asked for last January is approved only in 
small part. Labor leaders who expected 
to have their way in the new Congress 
did far less well than they had counted 
upon. Farmers got about what farm- 
organization leaders expected. Business- 
men were treated somewhat better than 
they had imagined they would be. 
Friendly nations abroad were well taken 
care of. 

People will feel directly only mild 
effects from new laws actually approved. 
They'll pay about the same taxes they 
have been paying. There won't be all of 
the pleasant forms of social insurance that 
Mr. Truman sought. Easier credit for 
home building will be delayed again. 
But the 81st Congress, winding up its 
first session, still has another session to 
go in 1950. Plans that got stalled in the 
legislative mill during 1949 may be 
jarred loose and make the grade next 
year. Nothing not defeated by one house 
or the other is definitely dead. 

What Congress did, essentially, was 
to give people things it was quite sure 
they wanted, and to stall on things about 
which there was doubt. The new Con- 
gress turned out to be generous with 
money. It was not generous, though, in 
giving the White House more power to 
regulate business or the daily lives of 
the people. 

Money was voted in a rather free 
and easy manner. Appropriations in one 
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year total about 43 billion dollars, for a 
peacetime record. Military services get 
about one third of that total; veterans and 
interest on the public debt, another third; 
foreign aid, about half of what then is 
left. Aid for farmers, public works, al- 
though large in numbers of dollars, no 
longer bulk large in proportion of total 
spending. 

Price supports for farm products are 
to continue, however, and those supports 
in years ahead can become major budget 
costs. Those costs at present are about 
double the official estimates made in 
January, and are growing. Farmers are 
promised that prices of several of their 
most important products will be sup- 
ported in 1950 at levels as high as now, 
or higher. 

Low-cost housing is revived for city 
people, and, on a small scale, for people 
in outlying areas and on farms. There 
will be Government subsidy for con- 
struction of dwellings to rent at low cost. 
As many as 810,000 dwelling units can 
be constructed in six years. Plans call for 
135,000 next year. 

Rent control is extended to June 30, 
1950. Congress, in extending control 
over rents, was more lenient with land- 
lords than the President wanted to be. 

Credit terms for new construction of 
residences for sale, or for use by owners, 
or for rent were extended unchanged to 
March 1, 1950. Both houses of Congress 
were prepared to enact into law a perma- 
nent set of conditions to apply to mort- 
gage loans that Government would in- 
sure. When a chance of argument de- 
veloped, a decision was made to put off 
action until 1950. You get on page 57 a 
report on credit terms that now apply 
and those that are in prospect for next 
year. 

Minimum-wage level for workers in 
industries covered by the Fair Labor 
Standards Act is to be lifted to 75 cents 
an hour from the present 40 cents. Cas- 
ual workers, workers employed in purely 
local enterprises are not affected. Raises, 
however, will be received by several hun- 
dred thousand workers as a result of this 
coming change in law. 

Rural telephone services are to be 
expanded through use of Government 
credit. Existing companies and new co- 
operatives will get access to funds to 
finance new services or expand old. 

Public works, in general, are to be 
financed on a generous scale. Public 
power projects in seveval parts of the 
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country are assured of continued funds 
for development and expansion. Irriga. 
tion, food control, reclamation, all wer 
favored by Congress with liberal appro. 
priations. 

Pay raises, fourth round, will be 
given to Government workers. There als 
will be higher pay for Cabinet members, 
for heads of agencies, for No. 2 men ip 
Government. Earlier, Congress raised the 
pay of the President to $100,000 a year 
from $75,000 and gave him a $50,000) 
tax-free expense account. The Vice Pres. 
ident was given $30,000 a year plus 2 
$10,000 expense account. 

Tariff-reduction power in the hand 
of the President was extended. Tarif 
cuts on a number of products followed 
quickly. 

Armed-service unification was im 
plemented by giving more power to thd 
Secretary of Defense. Almost immedi 
ately, however, differences between 
services over how defense funds should 
be spent flared into an open fight. 

Aid for Europe was approved for 
second year. Nations of Western Europe 
entitled to this aid, are assured about 5§ 
billion dollars to be divided up in the 
year that ends next June 30. Great Brit 
ain and France get most of the money 

Military alliance then was entered 
into with Western Europe. U.S., by 
treaty, for the first time committed itself 
to defense of nations in Europe. 

Military aid, revived lend-lease, the 
was voted to implement the militan 
alliance. The United States is pre 
pared to give 1.4 billion dollars in mil 
itary supplies to nations with which i 
is allied. 

Altogether, the Congress showed a 
inclination toward big spending and 
away from isolation. 

What Congress balked at was sig 
nificant, too. Its balking, however, is te 
be followed in some instances by posi 
tive action in 1950. 

Tax increases, requested by Presi 
dent Truman, were refused. The Presi 
dent wanted a revived excess-profits t 
and other taxes. Congress is prepared i 
1950 to reduce excise taxes, rewrite som# 
administrative phases of the tax laws. 

Taft-Hartley Act repeal likewise wa 
refused. The President promised repe 
of this Act, imposing standards on la 
unions as well as on employers, but Con 
gress balked. Some amendment of labo 
law may come in 1950, but repeal ¢ 
basic change is not in sight. 
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Price control was requested by the 
pesident. Congress refused. There ap- 
sears to be no chance that controls over 
jysiness will be increased next year. 
Health insurance failed to interest 
(mgress. Mr. Truman wanted a pro- 
mm of state medicine financed by a 
higher pay-roll tax. 

Old people were denied bigger re- 
frement benefits at this time. In 1950, 
wever, Congress is preparing to give 
more people old-age insurance and _ to 
irease the amount. Permanent dis- 
ibility, too, probably is to be covered by 
gcial insurance. Insurance against tem- 
porary disability commands little support 
in Congress at this time. 

Brannan plan for farm aid was kept 
fom a vote this year and probably will 
be next. This is a plan for permitting 
prices of farm products to fall in price, so 
that city consumers can have lower food 
prices, while farm income is bolstered by 
lager checks from the U.S. Treasury. 
Congress decided that it prefers to sup- 
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port prices themselves so that farmers 
would receive their big checks from the 
market place rather than from the 
Government. 

Lending authority of the Reconstruc- 
tion Finance Corporation was not in- 
creased. In 1950, odds are, Congress will 
increase the available funds that the 
RFC can lend to business and further 
increase funds to provide a secondary 
market for mortgages. 

Easier credit for home building again 
was delayed by Congress. This time, 
however, there is agreement between the 
two houses on all- but minor details of a 
credit program scheduled to be approved 
in 1950. Direct loans by Government to 
veterans and to housing co-operatives 
probably will not be in any approved 
plan. 

TVA’s for the Missouri, the Columbia, 
the St. Lawrence, the Ohio and other 
major river basins were pressed by the 
White House but sidetracked by Con- 
gress. Inclination in Congress is to go 


har ae 


ahead with piecemeal projects for flood 
control, power development, irrigation 
rather than to set up authorities to carry 
out integrated development programs 
along the lines of the Tennessee Valley 
Authority. 

Universal military training again 
drew almost no support in Congress. 
UMT and a revived draft both are im- 
probable unless world conditions get 
worse. 

A federal FEPC, an effort by the Fed- 
eral Government to give job protection 
to minorities, failed to get floor attention. 

Alaska and Hawaii will continue to 
be territories and not States. 

In 1950, Congress will have its eyes 
on the November elections. Emphasis 


will be on trying to please as many peo- 
ple as possible and to displease as few as 
possible. Taxpayers can relax as a result. 
Old people can be fairly confident that 
they will get something more. Business- 
men can be sure that not much will be 
done politically to disturb them. 
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Advertisement 


what YOU want.|}- 


Why does the country face another coal crisis? 
Why are miners on strike? 


Why should homes and industries and institutions 
be uncertain about getting the coal they need? 


Why does the coal business have so many strikes, 
stoppages, memorial holidays, three-day 
weeks and no-day weeks? 


The coal operators do not want these things. Neither do you. 


Why should we have them? 


Is it wages? 
Coal miners’ average hourly earnings have more than doubled .. . their weekly earnings 
have tripled . . . in the last ten years. Their weekly take-home pay, until the union first 
decreed a 3-day week and then a no-day work week, was the highest of any major in- 
dustry. Does it make sense that the country should be in another coal crisis because of 
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wages? 


Is it working hours? 

A reduction in hours worked for the same wage means less coal produced for the same 
pay. This is a wage increase in another form. The agreement which has now expired pro- 
vided for a 5-day week, and an 8-hour day. This 8-hour day included travel time and a 
30-minute lunch period—time paid for but not worked. In the underground mines, which 
account for 70 per cent of total production, travel time averages at least one hour. This 
means productive work time of 614 hours a day—a 33-hour week. Does it make sense 
that there should be another coal crisis because of working hours? 














.. 1S what WE want 


Is it ““welfare’’—pensions, insurance, etc.? 


Under the contract recently expired a welfare royalty of 20 cents per ton on every ton of 
coal mined was paid into a welfare fund for the union members. This payment is equiva- 
lent to about 17 cents per hour per man—as compared with 10 cents per hour recom- 
mended for welfare by the government’s fact-finding board set up for another industry. 
Does it make sense that there should be another coal crisis because of welfare payments? 


A tonnage tax on coal to support a union welfare By any yardstick, government fact-finding report 
fund was forced on the operators in a contract or other, coal miners are already better off today 
negotiated with the union by the Secretary of 


‘ ; ay than any other industrial workers in the United 
the Interior in June, 1946, before giving the 


‘ : States. B ff i nee in 
mines back to their owners. It was 5 cents a ton, am otter of im wages better off i 
then on the next contract renewal it was 10 cents, hours of work ... and better off in welfare 
then—a year ago—raised to 20 cents a ton. payments contributed by the employer. 


Why, then, another strike? Coal miners, coal companies, their stockholders, users 
of coal, the American people at large are the victims of a giant, coercive labor 
monopoly. 


What the public wants and what coal operators want are the same. We want to 
operate our mines so that the public can be provided with the coal they want, 
when they want it and at a reasonable price. 


NATIONAL COAL ASSOCIATION 


SOUTHERN BUILDING WASHINGTON, D. C. 
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RFC: Haven For Businessmen in Need 


Big Loans, Easier Terms Than From Banks 


Businessmen, needing cash, 
are finding that they can get it 
from Government. But RFC loans 
aren’t just handed out. 

Borrower, wanting a prop for 
his business, must try banks first. 
RFC wants collateral or good 
prospect of repayment. 

It often steps in where bankers 
fear to tread. And pressure is 
on to make Government loans 
easier to get. 


One businessman with an idea but 
not enough ready cash to carry it out 
made a discovery that is attracting 
attention. When banks balked at pro- 
viding the money, this businessman 
turned to Government and got 34.4 
million dollars. Now the country prob- 
ably will get a new product. 

An old, established business found it- 
self in financial difficulties not long ago. 
It was forced to shut down. When the 
affected community, faced with unem- 
ployed workers, looked around, it dis- 
covered that Government could help out. 
A 6-million-dollar advance from Wash- 
ington got the business back on its feet. 

Every day, businessmen who are long 
on plans but short on cash are finding a 
source of money in the Government. That 
source is the Reconstruction Finance 
Corp. RFC gradually is turning out to 
be an important capital bank, one with 
power to make long-term loans. Commer- 
cial banks often are reluctant to make 
loans of that type. Also, RFC’s ideas of 
how lending should be done are more 
liberal than those of private bankers. 

When his Kaiser-Frazer Corp. needed 
money, Henry Kaiser turned to RFC and 
borrowed 34.4 million dollars. Borrow- 
ing that much money in private banks is 
hard to do, even for old, well-established 
businesses. Now, with Government money 
behind him, he is in position to go ahead 
with the production of a low-priced car. 
That is the reported aim of the loan. 

Another Kaiser enterprise, Kaiser Steel 
Corp., already had borrowed 123 million 
dollars from RFC to get and keep its steel 
operation going at Fontana, Calif. Of that 
sum, 96 million dollars still is owing to 
the Government. 
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Waltham Watch Co. had been forced 
to close down until it managed to borrow 
6 million dollars from RFC for working 
capital, 

Northwest Airlines needed new _air- 
planes, and borrowed 12 million dollars 
from RFC to pay for them. 

Lustron Corp. raised less than a million 
dollars of its own, and has borrowed, so 
far, more than 37 million dollars from 
RFC for assembly-line production of pre- 
fabricated houses. RFC got started on 
this venture under White House pressure 
in 1947. Lustron still is losing money, and 
probably will get more from the Govern- 
ment. RFC figures the company’s chances 
of succeeding are no better than 50-50. 

These are just examples that appear on 
the surface, the ones that get public at- 
tention. Behind them are thousands of 
other RFC loans to industrial and com- 
mercial enterprises, routine loans in small 
amounts. 

Who can borrow from RFC is the 
thing that interests businessmen. Reports 
of big, easy loans to business raise the 
question of whether anybody with a new 
money-making idea, or anybody whose 
business is in trouble, or anybody with 
some political influence in Washington 
can go to RFC and get a loan. 

Actually, getting money out of RFC is 
not the automatic proposition it may ap- 
pear to be on the surface. The fact is 
that, despite the current growth in Gov- 
ernment loans to business, RFC still is 
turning down about as many applications 
as it approves. 

Private money, under the law, must 
get first call on business’s demand for 
credit. RFC is not supposed to make a 
loan until the applicant has tried and 
failed to get money “on reasonable terms” 
from banks or other private sources. 

Kaiser-Frazer, for example, had to sur- 
vey the private money market again and 
again before its RFC loan was approved. 

RFC’s definition of “reasonable terms” 
sometimes leads to arguments. That 
agency’s going rate of interest on busi- 
ness loans is 4 per cent, but it often sends 
applications back to commercial banks 
whose rates are higher than that. Matur- 
ities of loans also are considered in de- 
fining “reasonable” terms. Suppose an ap- 
plicant, needing long-term money for a 
new building, finds that his banker will 
not make a loan for longer than 90 days. 
RFC usually will agree with the appli- 
cant that the banker has not offered him 
reasonable terms. 


RFC can lend money to business for as 
long as 10 years, and that limit may be 
lifted next year. President Truman urges 
longer terms for Government loans to 
business. 

Repayment, by law, must be a rea. 
sonable prospect before RFC is author. 
ized to lend. However, there are excep- 
tions to that. Lustron, for example, did 
most of its borrowing under a special see. 
tion of law that, in effect, waives loan 
restrictions for prefabricated housing, 
Also, the bars were let down during the 
war for many companies engaged in work 
related to national defense. 

As a rule, however, RFC insists on get- 
ting collateral to protect itself. Com. 
panies usually have to mortgage plants, 
equipment or real estate to cover Govern. 
ment loans. This requirement may not be 
as stiff as a private banker would impose. 
Nevertheless, most applicants for Govem- 
ment money are ruled out unless they 
have something better to offer than just 
a money-making idea. If a Government 
loan goes bad, RFC may foreclose. It has 
a number of times in the past. 

Political influence may help, but that 
does not necessarily cinch an applice 
tion. As one official puts it, “What in 
fluence does is to open doors.” In other 








words, a man with pull may get off toa 
head start, but one without pull is not 
ruled out for want of it. 

Scale of borrowing by businessmen 
from RFC is shown in the chart on the 
opposite page. 

The agency’s business loans outstand- 
ing—that is, those actually disbursed and 
not yet repaid—are at an all-time high of 
416 million dollars. Even during the war, 
when the total was swelled by national 
defense loans, the level never got that 
high. These figures do not include money 
still owed by banks and railroads that 
RFC bailed out during the depression. 

Already, more than 5,400 business con- 
cerns owe money to RFC, and new appii- 
cations are being received at a rate of 
about 1,200 a month. The rate at which 
applications are received has doubled in 
the last year. In August, 1949, RFC re 
ceived 1,265 applications for 131 million 
dollars in business loans, and authorized 
470 for 76 million dollars. 

The record suggests that bankers are a 
little choosier than they were a year ago 
about the kinds of loans they make. In 
particular, banks hesitate to make long 
term loans. 

Money is flowing to business in such 
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ylume that questions are asked about 
iow long RFC’s funds will hold out. 

The agency's loans, investments and 
ommitments, those made after mid-1947, 
ye limited to 3.5 billion dollars. That in- 
dudes an extra 1 billion dollars about to 
ye provided for the Federal National 
\ortgage Association, an RFC subsid- 
iy that buys insured and guaranteed 
nortgages. 

Assuming FNMA _ uses the whole 
mount of its authorization, RFC will 
hae about 800 million dollars left for 
ditional loans for all purposes, includ- 
ing business and public works. 

If RFC runs short on money, Congress 
pobably will come through with more. 
At the moment, however, the agency is 
operating under a ceiling, which may put 
gme check on its lending. 

Even so, an established businessman 
who needs a moderate-size loan from 
RFC still has a pretty good chance of get- 
ting it. The agency does not yet show 
ay sign of curtailing its business lending. 

How to proceed with RFC should 
be understood by businessmen who need 
money and are having trouble getting it 
fom banks. 

The first step is to write a letter to the 
nearest regional office. There are 31 of 
them around the country. The local bank- 
et usually will know the proper one to ad- 
dress. The letter should tell informally 
what the loan is to be used for, how 
much is needed, what collateral can be 
put up, and why money is not available 
fom private sources. 

The regional office then will furnish an 








application blank, which should be com- 
pleted and sent back to that office. The 
Government might make the whole loan, 
or it might arrange for a bank to take 
part of it. Once in a while, after making 
an investigation of the borrower and his 
business, RFC can persuade a bank or a 
group of banks to take the whole loan. 
The regional office itself can authorize 
aloan of less than $100,000 without con- 
sulting Washington. In these cases, as- 


suming no difficulty arises, authorization - 


might come within two weeks after the 
application is filed. Big loans and border- 
line cases sometimes take months of 
negotiation and investigation. 
Government lending is a develop- 
ing issue in Congress. Senator Fulbright 
(Dem.), of Arkansas, among others, ob- 
jects to propping up what he calls the 
“‘weaklings” in the economy. Investiga- 
tion of the Lustron loans is being de- 
manded. Bankers object to expanding 
federal loan activity in the business field. 
But the Administration’s view is that it 
ought to be easier, not harder, to get a 
loan from RFC. At the rate it is going, 
RFC probably will begin to run short on 
money next year. If so, there must be a 
showdown on lending by Government. 
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EWER PEOPLE LIVE ON U.S. FARMS 

today than at any time in nearly 70 
years. It is necessary to go back to 
1880 to find a farm population as low 
as the present 27,776,000. 

Farmers still are declining in actual 
number and in proportion of total 
population. Farmer influence, how- 
ever, is as high as it ever has been and 
is tending to rise. Both political 
parties are vying for the farm vote. 

The Pictogram shows what has 
been happening to farm population 
as against nonfarm population. 

Back in 1910, nearly 40 years ago, 
thefe were? 32,077,000 personsson 
farms. In cities, towns and villages 
lived 59,895,000 individuals. 

Now there are 27,776,000 persons 
living on farms, or 4,301,000 fewer 
than there were before World War I. 
In cities, towns and villages, how- 
ever, there now live 119,673,000 per- 
sons, or 59,778,000 more than back 
in 1910. Population off farms has 
doubled while farm population has 
been declining. 

Four out of five Americans live 
today in cities, towns or villages. 
One out of five lives on a farm. Back 
in 1910, one out of three lived on a 
farm. 

Farmers, although fewer in num- 
ber, produce far more food than in 
the past. One farmer today produces 
enough food and fiber to feed and 
clothe about 15 persons. In 1910 a 
farmer produced enough to care for 
only 11 persons. 

Production of farm products, in 
fact, is so high that the country has 
a continuing farm problem in the face 
of declining numbers of farmers. 

Prices of farm products and income 
of farmers are being bolstered by 
action of Government. People on 
farms, although fewer in number, 
are able to produce more than people 
in U. S. will buy at current prices and 
than can be sold abroad. 

Farmers, due in part to Govern- 
ment action, enjoy more dollars of 
income. Ten years ago, net income 
per farmer averaged $761. In 1949 
net income is to average about $2,600. 
The smaller number of farmers pro- 
duce more than in the past. They 
have more income. Their political 
influence remains great. 
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Food Prices to Stay High 
Even With Bumper Crops 


The family groceries are not to 
get much cheaper, despite bump- 
er crops. Price drops, if any, will 
be slight. 

Some meat and dairy products 
are due to cost a little less, but 
vegetables may go up a bit in the 
months just ahead. 

Government is ready to step 
in to prevent any big slump. That 
means few prices will go much 
lower than they are now. 


The food bill for the American fam- 
ily is to remain high in months ahead, 
even though the supply of food is to 
be large. On a few items, prices will 
edge lower, but the savings will be 
hardly noticeable in family budgets. 

Supports by the Government will be 
used at key spots to make sure that prices 
of farm products do not take any sharp 
slump because of bumper crops. Many 
major crops will be supported at 90 per 
cent of so-called “parity” through 1950. 
That means that few prices will be al- 
lowed to go much lower than they are 
now. For some products, the Government 
may act to raise prices. 

An outlook report on food prices 
suggests this: 

Pork chops already are sharply down 
in price. Two months ago they averaged 
83.6 cents a pound. Now they can be 
bought in many cities for 50 cents a 
pound. Hams are down to that level, 
too. A few more cents may be shaved 
from pork prices, but not much. Hogs 
now sell at around $18 a hundred pounds. 
The Government will not let hog prices 
go below $16.40 this month, when heavi- 
est marketing will be completed. 

Beefsteak and prime roasts are likely 
to remain close to 90 cents a pound. 
Prices for choice steers recently soared 
to a high for the year. Hamburger, now 
selling for around 50 cents a pound on 
the average, may decline moderately. 

The cattle supply, as the Covergram 
shows, will increase by a small margin 
next year, but the supply has been low 
in relation to demand for several years. 
Meat consumption is large when incomes 
are high, and beef is the favorite meat. 

Lamb chops and other cuts of lamb 
will be scarce and expensive. A leg of 
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lamb sells for 70 to 75 cents a pound. 
The sheep supply is close to an all-time 
low point and officials estimate that less 
lamb will be eaten per person than at 
any time since colonial days. 

Chicken, like pork, already has 
dropped in price under pressure of large 
supplies. Fryers now sell for 40 cents a 
pound. At wholesale, chicken prices are 
24 per cent below last year. Turkeys also 
are plentiful. The prices for both chicken 
and turkey are about as low as the 
Government will permjt them to go. 

Eggs are due to become cheaper. Egg 
prices have jumped to 90 cents a dozen 
in some cities, but supplies will increase 
in late autumn. The Government, in its 
price-support program, has bought dried 
eggs in a quantity equal to about a 
dozen and a half eggs for every person 
in the country. Egg-price supports have 
cost about 85 million dollars a year in 
recent years. 

Butter will continue to sell at around 
70 cents a pound, on the average, and 
cheese prices are not to drop much 
either. The Government has purchased 
nearly 900 million pounds of butter and 
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POTATOES 
... Current prices may hold 
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14.7 million pounds of cheese to hold 
up prices. 

Milk prices also are to hold near 20 
cents a quart, even though in New York 
the price has dropped by a cent and a 
half. Government support operations have 
resulted in the purchase of 332 million 
pounds of dried milk. 

Potatoes are expected to hold at cur- 
rent prices of around 6 cents a pound. 
Potato harvest this year is smaller than 
last year and the crop is not expected to 
require federal support. Last year, potato 
supports cost the Government more than 
200 million dollars when prices were 
held at 90 per cent of parity. Now the 
support price is 60 per cent of parity. 

Other vegetables are expected to 
show moderate price rises due to a smaller 
supply. Harvests of cabbage, onions, car- 
rots, peas and spinach will be about a fifth 
smaller this year. Smaller supplies also 
are reported for canning crops—tomatoes, 
green peas, sweet corn—although slightly 
larger supplies are in prospect for canned 
beans, beets and asparagus. 

Most fruit is to be considerably cheap- 
er than a year ago. Apples, with a crop 
half again as large as last year, are about 
half as costly. The pear crop is a third 
larger and there are larger supplies of 
peaches and plums. Grapefruit, however, 
is to be scarce and more expensive. 
Oranges will stay at about the same 
price. The Government plans to support 
the prices of apples, pears, prunes and 
canned peaches through purchases for 
the school-lunch program and for export. 

Government supports, in fact, will 
tend to keep prices up for a wide rang 
of commodities. Congress agrees that sup- 
port prices, in general, should be held for 
another year at 90 per cent of parity in- 
stead of being permitted to fall as low as 
60 per cent under the Aiken law that was 
adopted a year ago. 

Basic crops, so called, will be sup- 
ported at the following levels: wheat, 
$1.83 a bushel, against a possible mini- 
mum of $1.68 under the Aiken law; corn, 
$1.34 a bushel, against $1.06; cotton, 
28.76 cents a pound, against 25 cents: 
rice, $2.07 a bushel, against $1.93; to- 
bacco, 45 cents a pound, against 42.5 
cents. Peanuts will continue to be sup- 
ported at 9.9 cents a pound at the farm. 

The Government also plans to support 
butter at 53.7 cents a pound, wool at 
45.6 cents a pound and potatoes at $1.01 
a bushel. 

These supports influence the general 
level of retail prices. Wheat prices affect 
the cost of bread. Corn supports hold 
up feed costs for cattle, hogs, chickens 
and dairy herds. Peanut prices affect the 
cost of cooking oils, cotton influences the 
price of cloth. 

The supports do not leave room 
many substantial price drops in 1950. 
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DO YOU KNOW 
WHAT THE STEEL STRIKE IS ABOUT? 


We are not sure, and we doubt if our employees are. 


We had supposed it was because the union would not permit a worker to pay part 
of the cost of a welfare plan. 


But that can’t be it, for the C.I.O. has recently accepted welfare plans in auto- 
motive and other industries in which the worker does pay part of the cost. For ex- 
ample, they have joint plans with other employers for providing the various insur- 
ances such as life insurance, hospital benefits, etc., where the employee bears a sub- 
stantial part of the cost. 


They have also accepted pension plans where the employer deducts what the 
retired worker receives through social security. Since the man himself has contrib- 
uted to social security, he obviously is paying part of his pension. 


We also think joint plans are right, and are confident our plan is fair. 


For example, the C.1.O. has contracts with other companies where the pension 
is $100 per month, including social security, after thirty years of service. At In- 
land it would amount to $147 per month, including social security, for the average 


worker. 


Moreover, the C.I.O. has accepted plans where the man gets nothing unless he 
stays until retirement age. At Inland a man can always get out what he has put in. 
with interest. And, after five years, he can leave at any time and still have a partial 
pension at retirement, retaining what the company has paid in. This is called vest- 
ing, and we think it is right. 


The trouble with the steel strike is simply that the 
C.1.0. is determined to establish a nation-wide steel pat- 
tern on their own terms. No offer, however fair. seems 
to be acceptable if it differs from their pattern. 


This is monopoly. 


This is a dangerous thing for America. 


INLAND STEEL COMPANY 
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HUNGRY BERLINERS TURN FROM U.S. 


“Cold war” is passing Berlin 
by. Almost unnoticed, once-be- 
leaguered city is sliding into a 
stifling depression. 

“Air lift’’ drama is forgotten. 
So is the Russian blockade. Ber- 
liners the U.S. kept alive at cost 
of millions now are hard up, hun- 
gry, often out of work. Investors 
are deserting the city. 

Fear, as depression deepens, 
is that despair will force Berlin 
to turn to Russia's side, after all. 


West Berlin today is in worse shape 
than when Russia tried to crush its 
resistance with a blockade. This city 
feels forgotten; its economy is dying. 

Every third person in the combined 
U.S., British and French sectors of Ber- 
lin at present is living on relief. Every 
fifth worker is unemployed. Industrial 
production has fallen below the levels 
maintained during the “air lift,” down to 
17 per cent of prewar output. Investment 
capital is fleeing the city. Competition 
from West Germany and from East Ger- 
many both are ruining Berlin’s business. 

What is happening in West Berlin is 
symbolic of the shift in the struggle be- 
tween the U.S. and Russia. Once Berlin 
was all-important, held dramatically to 
the West by the air lift. Now that the 
blockade is over and the air lift ended, 
this city is settling deep into a depression, 
closer than ever before to absorption by 
Russia’s East Berlin. 

Road blocks that once divided Berlin 
between East and West are gone. Busses, 
trolleys, subways, autos and pedestrians 
pass freely back and forth between West 
Berlin and East Berlin. From any tele- 
phone in one part of Berlin you can dial 
any telephone in the other immediately. 
Trade flows freely too. 

The hungry city of West Berlin, 
thus, is not suffering from the squeeze of 
a Russian-imposed blockade, but, in- 
stead, from an economic bloodletting. 

The East mark, selling at six for one 
West mark, is turning out to be more 
attractive to West Berliners than their 
own currency. Until last March, West 
Berlin workers got their pay half in West 
marks and half in East marks. Now they 
get all their money in West marks, but 


an 


Reported from BERLIN 


they change much of it into the East 
mark anyhow. They know that the West 
mark, now pegged to the dollar and worth 
23.8 American cents, is better money 
than the Russian East Mark, worth only 
what the Russians choose. But right now 
they can get more services, more work 
done, for their money with the East 
mark in East Berlin than by spending 
West marks in their own part of Berlin. 

Cheap labor in East Berlin is under- 
cutting labor in West Berlin. For the 
same work a man in East Berlin gets the 
same number of East marks as a man in 
West Berlin gets in West marks. So, at an 
exchange of 6 to 1, West Berliners who 
want work done find it much cheaper to 
hire East Berlin labor. 

An electrical-equipment firm in West 
Berlin, for example, recently asked for 
bids on a contract in which raw mate- 
rials constituted 40 per cent of the pro- 
duction costs and labor totaled 60 per 
cent, exclusive of overhead. A contractor 
in West Berlin bid 20,000 West marks, 
but a contractor in East Berlin got the 
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job for only 10,000 West marks. Ray. 
material costs were the same to both con- 
tractors, but labor cost the East Berlin 
contractor only 12,000 East marks—gq 
2,000 West marks—while the West Berlin 
contractor had to pay his workers 12,009 
West marks, six times as much. 

A haircut in West Berlin costs only 
one West mark. Barbers in East Berlin 
charge three East marks. So the Wes 
Berliner can get his hair cut at half price 
by changing his money and_wahking 
across the street to East Berlin. By the 
same process, a West Berliner can go to 
the movies or the theater in East Berlin 
for one sixth the price he must pay in his 
part of the city. In East Berlin he pays 
only a third as much for a tailor-made 
suit, half as much for repairs to his car. 

Obsolete machinery in West Berlin 
is desperately in need of replacement and 
repair. Much of it was idle during the 
blockade while industry in West Ger- 
many was increasing output to make new 
records in postwar production. Now more 
of West Berlin’s machines are idle be. 
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cause huge investments are needed to 
modernize plants. An official survey in- 
dicates that it would take about 285 
million dollars of new investments just 
to bring West Berlin’s industrial output 
back to levels reached before the block- 
ade—only one third of prewar produc- 
tion. Meanwhile, production in West 
Germany has reached 88 per cent of 
prewar volume, as shown in the chart 
on page 28. 

Shortage of capital for investment in 
West Berlin is acute, Private investors, 
squeezed by the blockade, are in no mood 
to put their money into West Berlin in- 
dustries now teetering on the verge of 
bankruptcy. Investors in West Germany 
will not risk their money in a city with 
such an uncertain political future. Bank 
deposits in West Berlin, per capita, are 
less than half those in West Germany. 
Banks are slow to lend money. 

Price competition on the West Berlin 
markets by firms in both West Germany 
and the Soviet zone of occupation are 
forcing West Berlin manufacturers out 
of business. The experiences of Puhl Co., 
one of West Berlin’s leading soap manu- 
facturers, and Kaiser Co., a leather-goods 
frm, show what is happening to West 
Berlin’s industry. 

After the blockade ended, Puhl and 
Kaiser could not increase production until 
they brought in raw materials from West 
Germany. Both had stockpiles in West 
German warehouses, bought months pre- 
viously. But prices of raw materials had 
fallen. By the time Puhl’s fats and Kaiser's 
raw leather reached Berlin their competi- 
tors in West Germany bought cheaper 
raw materials and sold soap and leather 
goods in West Berlin at prices under 
Puhl’s and Kaiser’s production costs. 

Kaiser lacks the liquid capital to do 
more than take his losses and stay in 
business. Puhl invested his capital in 
more raw materials and boosted output 
at first, but, by the time he got his 
product to market, he found his whole- 
sale and retail outlets choked with West 
German soap products that came into the 
city as his raw materials entered it. So 
Puhl, like Kaiser, has cut back produc- 
tion and is slicing his pay roll. 

Unemployment is rising fast as more 
West Berlin firms are forced to close 
their doors each day. Since the blockade 
ended last May, West Berlin’s jobless 
have increased 60 per cent. About 240,- 
000 are unemployed, and another 68,000 
are working only part time. Similar con- 
ditions in the U.S. would mean that 12 
million Americans were unemployed and 
another 3.6 million working only part 
time. West Berlin job hunters are grow- 
ing bitter; many are deserting the West 
Berlin unions to join the Communist-led 
unions of East Berlin. 

All this is adding up to serious trouble 
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Black Star 


After a blockade, an economic bloodletting 


for the non-Communist leaders of West 
Berlin. They are saying that, unless the 
U.S. and Britain take a new interest in 
West Berlin’s troubles, the city may fall 
to Russia after all. 

Cures suggested for Berlin’s troubles 
involve drastic action. The West Berlin 
city government is asking for Marshall 
Plan aid. One loan of 13 million dollars 
in marks earned by the sale of Marshall 
Plan goods already has been made to 
build a new power plant in Berlin. But 
this plant is only a safeguard against a 
new Russian blockade of the city; it will 
not give West Berlin industry cheaper 
power. 

Berlin right now is a responsibility 
that neither the new West German Gov- 
ernment at Bonn nor the U.S. officials 
concerned want to handle alone. The 
West German Government is under U. S. 
pressure to loan the Berlin city govern- 
ment enough to keep going, after which 
the Economic Co-operation Administra- 
tion would release funds earned by the 
sale of Marshall Plan goods in Germany 
to cover long-term loans to industry. But 
politics has a part to play in any perma- 
nent cure for Berlin’s troubles. 

A united Berlin would go far to help 
the city’s recovery. West Berlin’s Chris- 
tian Democrats, of the party that now 
governs West Germany, are negotiating 


with East Berlin’s Communists. They 
want a united Berlin with a “Berlin 
mark” of its own. 

A West German Berlin, forming a 
political part of West Germany although 
separated from it by a part of the Soviet 
zone of occupation, is the aim of the 
Socialists, dominant party in West Ber- 
lin. They think their votes will give their 
party a majority in the West German 
Parliament. 

A divided Berlin, continuing politi- 
cally as it is, but supported by handouts 
from both the West German Govern- 
ment and the U. S., is proposed by Amer- 
ican authorities as a temporary solution 
until West Berlin is taken into West Ger- 
many next year, 

A Russian-dominated Berlin, under 
present conditions, remains a real dan- 
ger. Communists are telling West Ber- 
liners that their economic troubles will 
grow worse until they accept Communist 
leadership of a united Berlin. 

Outlook for this forgotten city is not 
rosy. Berlin’s prewar prosperity was due 
largely to its position as the capital of the 
country. Full recovery is not expected 
until Germany is united. So West Ber- 
liners now are wallowing in a deep de- 
pression and many are wondering if they 
picked the right side in the struggle be- 
tween East and West. 
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NOW... CAPEHART TONE BRINGS TELEVISION TO LIFE! 


* 











Maestro WILFRED PELLETIER of Metropolitan Opera Company 


; aon International Telephone and Telegraph Corpora- 
tion and Capek art-Farnsworth Corporation bring you a new 
experience in television. For the first time, you enjoy living 
sound combined with a vivid image... to give you realism 
never before attained by any television receiver. Here is tone 
so full, so true it reproduces every shading of sound from 
whisper to whistle .. . from treble of flute to rumble of double- 
bass... Today, IT &T brings you Capehart television. 


Today, television comes to life . . . through Capehart tone. 
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THERE’S MORE TO TELEVISION THAN MEETS THE EYE...WHEN YOU OWN A CAPEHART 


INTERNATIONAL TELEPHONE AND TELEGRAPH CORPORATION 
New York, N. Y. 
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>> As Western Europe gropes its way toward stability.... 

Election delay in Britain means no change in British Government, policies 
for at least another six months. Prime Minister Attlee, to London's surprise, 
is not afraid to wait until spring for the general election. Biggest reason for 

x Attlee's confidence is prospect of boom market in U.S., prospect of rise in Brit- 
ish dollar earnings. So Labor's chances at polls may be better next spring. 





>> Election results in Norway, Austria, meanwhile, show stability, strength. 
In Oslo, final count on Norway's first general election since 1945 leaves 
Communists groggy, all but knocked out. They had 11 seats in Parliament. Now 
they have one. Labor Government is in the saddle more firmly than ever. Voters 
show no regrets at joining U.S. and Atlantic Pact, no fear of neighboring Russia. 
In Vienna, Communists took another licking. They got less than 5 per cent 
of the popular vote in this general election. Austrian Government strong enough 
to survive four years of occupation, Soviet needling is to stay on the job. 


>> Change of Government in France is routine, nothing to get excited over. 
Surprise in Paris was the way the Queuille Government stayed in office over 
a year. Main difference between governments is that new one contains a few new 





faces. Policies are not to change much. Communists are not stronger because 

of change. Neither are De Gaullists. It's still a middle-of-road Government, 

putting recovery ahead of reform, being careful to see nobody rocks the boat. 
There's a hint of trouble for the new Government, though, in relations with 

Britain. French are still sore that Britain devalued so much, and without let- 

ting them know in advance. Paris also Suspects London-Washington collaboration 





is too close, too likely to exclude France. 


>> Underlying trend in Western Europe is in the general direction of stabil- 
ity, despite friction and occasional setbacks to be expected in postwar period. 
Something like a pattern is emerging, in which economic recovery and government 
Stability dominate. It's a pattern that may last quite a while. People in Eu- 
rope have their minds primarily on recovery, not on war or revolution. They 
aren't voting for sharp-Swings to either right or left. Governments are getting 
Stronger. Communists are getting weaker. Russia is no longer the bugaboo she was. 


>> Postponement of British elections is forcing London to take another look at 
the country's top political personalities, reappraise them a bit. 





RT Winston Churchill suffers a setback from the election postponement. He was 
all set for the vote this autumn, was sure it was coming, had already begun to 
(over) 
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campaign. Machinery of Conservative Party was ready too. It will be hard to 
keep it geared up until next spring. For Churchill himself, delay reduces his 
chances of returning to Prime Minister's job. His age is a handicap, even now. 

Aneurin Bevan, rising star in the Labor Party, popular with rank and file 
as spellbinder, as dispenser of free medical care, turns out to be a poor prophet. 
He forecast early election, worked for it, now is overruled by Attlee. 

Prime Minister Attlee, by his decision to wait for a spring election, is 
being viewed in a new light in London. All along it's been assumed he was a meek 
little fellow, colorless, reluctant to make decisions. Insiders in Labor Party, 
however, now testify that Attlee rather enjoyed stopping the stampede toward an 
early election, confusing the Conservatives, rebuking some ardent Laborites. 

Truth about Attlee is that he is rather stubborn, much surer of himself than 
most people realize, and confident of Socialist success. He thinks Labor needs 
two full five-year terms and shouldn't settle foreless. He's willing tg gamble 
that U.S. boom will help British exports substantially by next spring, that other 
troubles won't be worse than now. AS a practical politician, also, Attlee knows; 
party machinery isn't set for election now, can be by spring. 











>> Norway's election, in addition, encourages Attlee about Labor's future. 

Like Britain, Norway has had a Labor Government since 1945, a planned 
economy. Taxes are high. Rationing is the rule. Controls are many, restrictive. 
Conservative complaints against taxes, controls, state planning are impressive. 
Workers, however, have full employment, higher wages, subsidies. Worker vote 
turned out to be decisive. Attlee figures it will be in England, too. 











>> In Eastern Europe, where Soviet Russia is still boss..... 
Communist purge is turning Czechoslovakia inside out, hitting thousands. 
Actually, it's standard Communist procedure, on the Soviet model, dictated 
by Moscow. It's known as consolidating the revolution. Timetable goes like this:; 
First purge comes when Communists seize power, start their revolution. 
First to go are top politicians, those who lost the revolution. Along with them| 
go Government department heads, Army chiefs, police officials, radio and press 
officials, outstanding educators. This happened in Prague a year and a half ago. 
Next purge, on the heels of the first, takes care of the wealthy. Bankers 
are purged. So are industrialists, especially heads of big firms. Heads of 
large business of all kinds usually have to go. Rich farmers are tapped, too. 
Another purge, usually within the first year, disposes of non-Communist 
politicians who thought they could co-operate with Communists, influence them. 
Still another purge is begun, as soon as the new Government feels up to it, 
to get rid of the Church. Purge of Catholics in Czechoslovakia is well along. 
Next purge, like the one now apparent in Prague, goes after middle class, 
the average businessman, lawyer, teacher--people who might revolt some day, 
More purges are to follow. Individualistic farmers may be next. 




















>> Next place to watch in China, as Communists roll along, is Hong Kong. 

Fall of Canton puts Communists within easy range of Hong Kong, Britain's 
colony, thriving trade center, last outpost left to the West in China. 

Communist attack on Hong Kong, if that happens, puts end to British hope of 
doing business with the new China, means Communists want no trade with West. 

Nationalists, chased to Chungking and Formosa, are in their last stand. 
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“BIRTHDAY PARTY FOR DAD,” by Douglass Crockwell, Number 35 in the series “Home Life in America.” 


Bees belongs...enjoy it 


In this home-loving land of ours . . . in this America of kindli- 


ness, of friendship, of good-humored tolerance . . . perhaps no 


beverages are more “at home” on more occasions than good 


American beer and ale. 

For beer and ale are the kinds of beverages Americans like. 
They belong—to pleasant living, to good fellowship, to sensible 
moderation. And our right to enjoy them, this too belongs—to 


our own American heritage of personal freedom. 


AMERICA’S BEVERAGE OF MODERATION 
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y** EACH OF THE FOUR JET ENGINE® | 9% 
1 ON THE B-45 IS AN OILFIRED 
==” INFERNO. BY POURING A BARRE = 

we” OF WATER A MINUTE RIGHT ONTO 

~~” THE BURNING FUEL,A TINY BW 
PESCO PUMP CAN GIVE 
TREMENDOUS 

ADDED SPEED WHEN 

NEEDED. FOR EXAMPLE 

WHEN EACH ENGINE 

IS GIVING 4000 POUNDS 

OF PUSH, THE WATER WILL 

INCREASE THAT PUSH 

TO 4800 POUNDS. 
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ONE LEFT SOLE OVTWEARS 


5 RIGHTS WN. PALMER, GARY MAILMAN, 
HAS BEEN WEARING A LEATHER SOLE ON HIS RIGHT 

SHOE... AND ON HIS LEFT, A SYNTHETIC SoLE OF © MEASURING THE WAIST LINE OF EACH § ng 
THE SAME THICKNESS. DEVELOPED BY B-W'ss POTATO ! For UNIFORMITY, MOST POTATOES ARE RUN ACROS@™ THIS 
MARBON, IT CONTAINS THE NEW “MARBON 8000 MESH BELTS WHICH DROP OUT ALL EXCEPT THOSE THAT HAVE THE UNIT 
RESIN’ AFTER 2100 MILES, THE SIDEWALKS HAVE —RIGHT-SIZE WAISTLINES. ONE OF THE FASTEST MACHINES USED | a 


WORN THROUGH 5 RIGHT SOLES. THE LEFT SOLE— THIS OPERATION |S DRIVEN BY CHAINS FROM B-W'S MORSE CHAIN REV 
NON-SLIP, WATER- PROOF, NON-MARKING — IT MEASURES UP TO 5 CARLOADS A DAY. THAT'S 180,000 POUNDS ( 


IS STILL GOING STRONG. OF POTATOES! 


wise mover COKCG- WAKNER 





























PUTTING NEW HEART INTO SOLES... 
EQUIPPING CARS WITH NEW GAS 
MILEAGE... WATERING HORSES 
IN MODERN BOMBERS / 


IN SO MANY WAYS B-W INGENUITY AND SKILL 
TOUCH THE LIFE OF ALMOST EVERY AMERICAN 
EVERY DAY.* 


# FOR EXAMPLE : 19 OUT OF THE 20 MAKES OF MOTORCARS CONTAIN 
ESSENTIAL PARTS BY BORG-WARNER. EVERY COMMERCIAL 
PLANE AND MANY SHIPS AFLOAT HAVE ABOARD VITALB-W 
EQUIPMENT. § OUT OF 10 FARMS SPEED FOOD PRODUCTION WITH 
B-W EQUIPPED IMPLEMENTS, AND MILLIONS ENJOY THE 
OUTSTANDING ADVANTAGES OF B-W HOME EQUIPMENT AND 
APPLIANCES. 



















MINUTE. THIS 


SMOKE PIPE 


NS 
SENT 
FLAME 
FURNACE SPINNING AT 750 FEET PER 


HOT ZONE UNTIL COMPLETELY CONSUMED. 
THERE 15 NO RESIDUE...NO SOOT. A 
HANDKERCHIEF WIPED |NSIDE oa 

































DRIVING OFF 
ENOUGH HEAT 

FROM A BUS CLUTCH 
TO WARM A HOUSE / 


STOPPING AND STARTING CONSTANTLY, BIG- 
CITY BUSES HEAT CLUTCHES To TEMPERATURES 
THAT COULD BE DESTRUCTIVE . BUT CLUTCHES 
FROM B-W‘S LONG DIVISION ARE VENTILATED 
IN A SPECIAL, FAST WAY. SO IN EACH DAY'S 
OPERATION , ENOUGH HEAT MAY 
BE DRIVEN OFF TO WARM A 
5-ROOM HOUSE FOR 7 HOURS 
DURING ZERO WEATHER. 





JETS OF AIR KEEP THE 
IN B-W‘S NORGE-HEAT 











HOLDS OIL PARTICLES IN THE 


WILL SHOW NO SOILS 





ALLON® 
saves Si AONTH 


KYLE C. DAVIS, 
SHIP SUPPLIER, OF TAMPA, 
FLORIDA, DRIVES 3500 MILES A 
MONTH. HE CREDITS HIS MONTHLY 
SAVING OF 42 GALLONS OF GAS 
[0 B-W AUTOMATIC OVERDRIVE. 
THIS TIME-TESTED TRANSMISSION 
UNIT, MADE FOR LEADING AUTO 
BUILDERS BY B-W’S WARNER GEAR, 
ACTUALLY CUTS ENGINE 
REVOLUTIONS 30%. 





WARNER SERVICE PARTS * CALUMET STEEL * 
MANUFACTURING * LONG MANUFACTURING CO., LTD. * 
CHAIN * MORSE CHAIN CO., LTD. * NORGE * NORGE-HEAT * 
PARTS ¢ 








These units form BORG-WARNER, Executive Offices, 310 South Michigan Ave., Chicago: BORG & BECK * 
DETROIT GEAR °* 
MARBON °* 
PESCO PRODUCTS * 
WARNER GEAR * WARNER GEAR CO., LTD. 
























BORG-WARNER INTERNATIONAL * 
DETROIT VAPOR STOVE * FRANKLIN STEEL * INGERSOLL STEEL * 
MARVEL-SCHEBLER CARBURETER * MECHANICS UNIVERSAL JOINT * 
ROCKFORD CLUTCH ¢ SPRING DIVISION * WARNER AUTOMOTIVE 


BORG 
LONG 
MORSE 


TPALY | peal! 


IT... ENJOY IT... TRAVEL AMERICAN EXPORT 


Grotto 
on the shores of Capri 


Color photographs by Ivan Dmitri Flag wavers of Siena continue an ancient custom of Tuscany 


“Entertainment ...gaiety ... food 
for every taste, joy for every soul’ 


TALY is again the light-hearted land of happy holidays— proud of its 
newest renaissance in restoring famous places Americans most want 
to see. By all means go this year! 


an , Coming in the Fall of 1950—the new 
Visiting Italy is no longer a matter of seasons. In this lovely land 21,000-ton, 25-knot “Independence” and 


° . . ee H : ” af » 4 
there is so much for you to see and enjoy at all times that the word Prien id , — od a iy rece 
i ss : ; 'y transatlantic fleet of com- 
season” has lost its meaning. pletely air-conditioned passenger vessels. 
Why not go now and take advantage of a much wider choice of 
accommodations? 
Choose one of the new ‘4 Aces” for your journey and relax in the 
air-conditioned comfort of these distinctive American vessels. They 
provide a new and pleasing experience in modern American living 
at sea—fortnightly from New York to Italy and the Mediterranean. 


Also modern American liner LAGUARDIA in monthly service 
direct to Italy, Greece and Israel. 


x * * 


Your travel agent can aid you—Consult him or MODERN AMERICAN LIVING AT SEA 


AMERICAN Export LINES 


39 Broadway, New York 6, N. Y. 


BOSTON * PHILADELPHIA * BALTIMORE * WASHINGTON * CHICAGO ° SAN FRANCISCO * LOS ANGELES * PORTLAND * SEATTLE * VANCOUVER 
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NEW BOOM FOR PLANE PLANTS 


Reported from LOS ANGELES 


Plane makers are enjoying an 
unexpected increase in orders for 
big air liners. Plants are busy. 
Jobs and profits are up. 

Orders for peacetime planes 
tend to offset the drop in war- 
plane building. But troubles ma 
not be far away: Ge 

U.S. lags in jet transports. 
Cash for experiments is scarce. 
Coming competition from British 
jets is causing concern. 


A spurt in business on the nation’s 
air lines is turning out to be an un- 
expected boon to the big aircraft plants 
of the West Coast. Orders for com- 
mercial transports are coming in to 
take up a lot of the slack caused by 
the drop off in Government orders 
for military planes. 

As a result, most plants are busy de- 
spite the uncertainties over military avia- 
tion. Employment, which dropped as 
much as 90 per cent in some factories 
after the war, is back up to 120,000 for 
the West Coast industry as a whole. One 
company’s backlog of orders for commer- 
cial planes is three times as big as it was 
in January. Others are working on repeat 
orders and some transports are being sold 
abroad. Profits are going up. 

Despite the improvement, the industry 
still has a lot of worries. Making war- 
planes remains the principal job, and 
that business is dwindling rapidly. Dras- 
tic cuts in the procurement of Navy 
planes have been ordered. Back orders 
from the armed forces are being filled, 
but new orders are not coming in. Cash 
to finance new models and experimental 
planes is hard to get. Competition from 
British jet-powered transports is another 
worry. But, for now, the airplane makers 
are finding business fairly good. 

A closer look at the aircraft industry 
shows that much of its present improve- 
ment on the Coast is related to the gains 
being made by domestic air lines. 

Air-line earnings suddenly have im- 
proved. In the first half of 1948, the 16 
domestic air lines lost about 14 million 
dollars, and 1949 promised little im- 
provement. Instead, these lines earned 6 
million dollars in the first six months of 
the current year. The outlook is for 
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doubling this profit by New Year’s Day. 

Air-line mileage is up, too, both 
passenger and freight. Last summer, for 
the first time, air-line travel exceeded 
Pullman travel. Mileage was up 15 per 
cent in the first six months. Many air 
coaches, hauling bigger pay loads at 
about half the usual fare, are operating 
at 95 per cent capacity on most flights. 

New orders for transports to keep up 
with this new busfness are coming in to 
the West Coast plants. One line has or- 
dered 20 big airships at a cost of 20 mil- 
lion dollars. Another company is working 
on 18 passenger and freight carriers and 
has orders to remodel 17 older transports 
to increase their speed and seating ca- 
pacity. The same type of business is re- 
ported rather generally. 

Profits of the West Coast’s aircraft 
plants are going up with the commercial 
orders. Earnings exceed the 9 million 
dollars once forecast for 1949. One firm 
alone expects to make 4 million dollars. 

Bothersome problems lurk in the 
future, however, dampening somewhat 
the optimism in the aircraft-building 
areas of the Far West. The possibility 
that the Government might move con- 
struction of its big bombers to the central 
U.S. to get strategic plants off the ex- 
posed Coast is only one of the worries. 

High cost of developing new commer- 
cial transports has convinced some exec- 
utives that the last experimental passen- 


SPACE PLANNING IN A WEST COAST AIRCRAFT PLANT 


ger plane has been built unless the 
Government puts up some of the cash. 
They feel that no company can risk its 
capital in building untested aircraft. 
Others oppose Government aid because 
it would hamstring the industry with 
controls. But pressure for help from 
Washington may develop if U. S. air lines 
find they cannot get jet transports from 
U.S. manufacturers and decide to buy 
British planes, nowsin the testing stage. 

Jet-transport development is lagging 
in the U.S. Not a single commercial jet 
aircraft is beyond the paper stage. Britain 
has a three to five-year head start, with 
six jet-transport models undergoing tests. 
The quickest possible development of jet 
transports is 18 months. Another two 
years would be needed to test the plane. 
This means 1953 for American jets, at 
the earliest. British makers expect to be 
selling their planes long before that. 

Outlook for the West Coast aircraft 
industry, despite the present commercial 
boom, is tied closely to military planning. 
Russia’s possession of the atom bomb, 
with aircraft to deliver it on distant tar- 
gets, is tending to increase pressure for 
defense aircraft building in the U.S. 
This pressure, tied in with increasing 
commercial contracts, holds the promise 
of fairly steady business and moderate 
expansion for the West Coast aircraft 
builders, who already have seen the end 
of the big postwar slump. 


Fe att 


—Boeing Airplane Co. 


- «. commercial orders brightened the view 
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“In proportion as the structure of a govern- 
ment gives force to public opinion, it is essen- 
tial that public opinion should be enlightened.” 

GEORGE WASHINGTON 








“APPREHENSION FOR THE 


SECURITY OF THE U.S.’ 
BY ADMIRAL LOUIS E. DENFELD 


Chief of Naval Operations and Member of Joint Chiefs of Staff 





EDITOR’S NOTE: Following is the full text of the 
prepared statement read to the House Armed 
Services Committee last week by the Chief of 
Naval Operations 

In next week’s issue of U.S. News & World 
Report it is planned to present the statements of 
the other armed services on the issue of national 
strategy and unification policies. 








ADMIRAL Louts E. DENFELD was born in Massa- 
chusetts in 1891, was graduated from the U.S. 
Naval Academy in 1912. In 1945, the ships that he 
commanded supported the Okinawa landings and 
helped to bombard shore installations on the Japa- 
nese home islands. After collapse of Japanese re- 
sistance, he was called to Washington, assuming 
his present duties in 1947. 








Mr. CHAIRMAN AND GENTLEMEN OF THE COMMITTEE: 

My name is Louis E. Denfeld. I am an Admiral, 
United States Navy, and the Chief of Naval Opera- 
tions. 

As the senior military spokesman for the Navy, I 
want to state forthwith that I fully support the con- 
clusions presented to this Committee by the naval 
and marine officers who have preceded me. 

These officers are professionais of demonstrated 
competence, thoroughly qualified to speak by rea- 
son of lifelong study and experience. They are mo- 
tivated by deep and sincere concern for our national 
security. 

I shall summarize the arguments you have heard 
from the naval service for a balanced national de- 
fense, utilizing the best weapons of all the armed 
services. I shall further discuss the role of the Navy 
in our defense team and what it needs to discharge its 
responsibilities. Finally, I shall relate certain facts 
and trends which I, as Chief of Naval Operations and 
the naval member of the Joint Chiefs of Staff, am 
best qualified to offer in the Navy’s presentation. 

I cannot overemphasize the fact that the naval 
service is not motivated by a selfish desire for sur- 
vival in this presentation. We are not fighting for 
anything more, anything less, than the means to do 
our full share in protecting our country from—or in 
—total war. We seek to avoid that catastrophe first 
by preventing such a war. Failing that, we must be 
prepared to keep the enemy off American soil and 
press the conflict to victory on his side of the ocean. 
As a typical example of the deterrent effect of naval 


forces the presence of our fleet in the Eastern Medi- 
terranean has effectively contributed to keeping local 
conflicts from degenerating into global war. We still 
must be prepared to win a shooting war with every 
tool we can employ, if war is forced upon us. 

True unification of the armed forces of the United 
States is essential to that end. The Navy subscribes 
to the concept of unification. The Navy further sub- 
scribes to the National Security Act as the legal 
foundation upon which true unification can be 
erected. 

We maintain that effective unification was designed 
to be a co-ordination of America’s armed might for 
greater efficiency and corresponding economy. 

We endorse the spirit of unification as Congress 
conceived it and the public demands it. We maintain 
that those principles and objectives are not being real- 
ized and will not be achieved unless the Navy is ad- 
mitted to full partnership. 

Gentlemen, the Navy is not seeking to destroy uni- 
fication, as has been publicly charged. The Navy, 
whose inherent functions are as old as sea power, 
knows from experience the valuable results which fol- 
low the spirit of real unification, real co-ordination of 
effort. Our functions have long required operations on 
the sea, under the sea, on the land, and in the air, 
utilizing the basic principles of unity of effort. The 
successes the Navy has achieved can be directly at- 
tributed to avoiding arbitrary separation of functions 
on the basis of the elements—the land, the sea, the air. 

The fact that the Navy is not accepted in full part- 
nership in the national-defense structure is the fun- 
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“| wholly disapprove of what you say but will 
defend to the death your right to say it.’’ 





VOLTAIRE 








Charge made that Navy is not being consulted as its functions are 
being altered and its naval air arm forced into state of weakness— 
full partnership’ in national defense asked for the Navy. 


damental reason for the apprehensions you have heard 


expressed here. 
It is not a question of impaired morale. The entire 





sue is the Navy’s deep apprehension for the security 
of the United States. This apprehension arises from 
the trend to arrest and diminish the Navy’s ability 
to meet its responsibilities. 


MORALE 


The Navy’s morale is high, if by morale you mean 
etthusiastic loyalty to the nation and to the service; 
in other words, the fighting spirit. You yourselves 
have had that loyalty amply demonstrated by the of- 
ficers who have testified here. 

We have the finest group of spirited and intelligent 
young men in the enlisted ranks that we have had in 
my long experience in the Navy. My principal con- 
cern for them is the serious lack of adequate hous- 
ing for their families. 

The entire Navy, however, is gravely concerned 
whether it will have modern weapons, in quality and 
quantity, to do the job expected of the Navy at the 
wtbreak of a future war. We have real misgivings 
wer the reductions that are taking place in the Navy 
today. We are not worried, I assure you, simply be- 
tause our personal fortunes are tied to the future of 
the Navy. Rather, it is because we know that the pro- 
tection of our homeland depends in a large measure 
upon the Navy’s ability to keep any war on the far 
side of the ocean. 

It is not so much the reduction in congressional ap- 
propriations that worries us. We realize the necessity 
for true economy. The national security is only as 
strong as our domestic economy. Our concern is with 
arbitrary reductions that impair, or even eliminate, 
ssential naval functions. It is not so much a ques- 
tion of too little appropriated money, but how we are 
allowed to invest that money. 

Naval officers, who know the importance of the use 
and command of the seas to this country, cannot un- 
derstand reductions in the fleet and its functions 
which are being imposed by arbitrary decision. Limi- 
tations are imposed without consultation, and without 
understanding of the Navy’s responsibility in defense 


of our maritime nation. Reductions in the fleet under 
this process cannot be explained and the first word 
the fleets get is orders to deactivate units. 


STRATEGIC AIR WARFARE 


The question of early air offensive upon the out- 
break of war has been the subject of lively discussion 
within and without the Department of Defense for a 
long time. In this connection I would like to make 
my position clear. 

I am an advocate of air power. It is a dominant 
force in our military structure. I am also a proponent 
of strategic air warfare. It is my deep conviction that 
that portion of the early air offensive undertaken by 
the Strategic Air Command in the next war, if one 
should come, must be directed with far greater pre- 
cision and selectivity than the bombing effort in the 
last war. Target systems and individual targets must 
be carefully selected, identified, and hit with ac- 
curacy if this part of the air offensive is to justify 
the expenditures of resources involved. 

Furthermore, I maintain that the initial air offen- 
sive is not solely a function of the U.S. Air Force. 
This country’s total military air power is the com- 
bined air strength of the Air Force, the Navy, and the 
Marine Corps. 

Component parts are supplementary and mutually 
essential. Each can and should contribute substan- 
tially to theeffectiveness of the other, thus raising to 
the maximum level the effectiveness of our total air 
power—the maximum return from the dollars in- 
vested in military air strength. 

There have been serious differences of opinion be- 
tween the services with regard to the emphasis to 
be placed on so-called strategic bombing as a part 
of strategic air warfare. These differences of opin- 
ion have been a source of concern to many officials. 
This concern was in fact largely responsible for the 
establishment of the Weapons Systems Evaluation 
Group. 

There are two vital questions which must be an- 
swered before the effectiveness of a strategic air of- 
fensive, with or without atomic bombs, can be evalu- 


(Continued on page 40) 




















ated. First, what are the chances of successful deliv- 
ery? Second, assuming successful delivery, what 
would be the effect on an enemy war effort in phy- 
sical damage and in psychological effect on the will 
to wage war? 

Mr. Forrestal asked the Joint Chiefs of Staff for an 
answer to these two questions in October, 1948. Sub- 
sequently, Mr. Johnson reiterated this request. 

The Joint Chiefs of Staff took two steps, both of 
which I strongly supported, in order to obtain the 
answers. 

The first step resulted in the establishment by the 
Secretary of Defense of the Weapons Systems Evalua- 
tion Group as previously mentioned. The problem as- 
signed to this group, with first priority, was to esti- 
mate the chances of successful delivery of an air of- 
fensive against selected enemy targets. They are now 
engaged in this problem as a matter of the highest 
priority. The second step was the appointment of a 
high-level joint committee in October, 1948, for the 
purpose of appraising the results of the delivery of 
the bombs. The basic assumption for this appraisal 
was that 100 per cent of the atomic-bomb air offen- 
sive could be delivered as planned against a probable 
enemy. 

The unanimous report of this second committee was 
completed 12 May, 1949, and was forwarded by the 
Joint Chiefs of Staff to the Secretary of Defense on 
28 July, 1949. For obvious reasons, I cannot discuss 
its contents, except to state that I concur in the con- 
clusions of the committee. I consider that its estimate 
of results, to be expected from an atomic-bomb of- 
fensive, is as reasonable as any that could be pro- 
duced considering the many unknowns in the prob- 
lem. 

Mr. Chairman, the answers to the questions pro- 
pounded to these two committees involve the future 
security of the United States. I am keenly aware of 
my responsibility as a member of the Joint Chiefs of 
Staff to determine how best to use this weapons sys- 
tem in war and these two studies are part and parcel 
of the problem. 

With respect to the B-36 as an airplane, procure- 
ment in quantity should follow rather than precede 
the completion of both of these studies. There has 
been no objection raised by the Navy to the develop- 
ment of the B-36 to the point where its value as a 
weapon might be thoroughly evaluated by such 
studies as I have described. However, it is illogical, 
damaging and dangerous to proceed directly to mass 
procurement without evaluation to the extent that the 
Army and Navy may be starved for funds and our 
strategic concept of war frozen about an uncertain 
weapon. 


A BALANCED NAVY 


The technical term, “Command of the seas,” is 
used repeatedly to describe in a broad way the Navy’s 
function. Translated into laymen’s language this 
situation is expressed as “Why do we need a strong 


Navy when any potential enemy has no navy to 
fight?” I read this in the press, but, what is more 
disturbing, I hear it repeatedly in the councils of the 
Department of Defense. As a result, there is a steady 
campaign to relegate the Navy to a convoy and anti- 
submarine service, on the grounds that any probable 
enemy possesses only negligible fleet strength. 

This campaign results from a misunderstanding of 
the functions and capabilities of navies and from the 
erroneous principle of the self-sufficiency of air power, 
Sincere but inexperienced persons, military and civil- 
ian, advance these unsound arguments. Fleets never 
in history met opposing fleets for any other purpose 
than to gain control of the sea—not as an end in it- 
self, but so that national power could be exerted 
against the enemy. 


Carrying the Fight to the Enemy 


Naval forces throughout history, were they Roman 
triremes or modern task forces, have existed to carry 
the fight to the enemy’s homeland. 

For more than 130 years our nation has not been 
invaded. When war has been forced upon us, we 
have been able to carry the fight to the enemy—to 
defeat him on his own soil. If we are to preserve this 
ability we must be able to project our total armed 
strength when and where it is needed. So long as 
the seas are the highways on which men and material 
in quantity must be moved the primary instrument 
for that task is the Navy. 

After the possibility of naval action has been elimi- 
nated and the enemy’s fleet reduced, the need for a 
powerful fleet is in no wise lessened. I repeat that 
the Navy’s ultimate function in war is to exert the 
steady, unrelenting pressure of our nation’s military 
might against the homeland of an enemy. 

Such was the pressure in the battle for Okinawa, 
where the largest fleet of warships in history was 
essential to victory, long after the Japanese fleet had 
been largely annihilated. 

The Navy must be organized in peacetime as a 
balanced offensive force. Only then will it be an 
effective deterrent to war and, should war come, will 
it serve as an effective foundation upon which to 
mobilize. 

As I have pointed out, the projection of our armed 
strength overseas and, hence, keeping the war away 
from our homeland is a Navy task. One of the major 
obstacles to our ability to do this is the modern enemy 
submarine. Undersea warfare, by its very nature, is 
primarily directed against sea transport and the 
freedom of movement of naval forces. 

The enemy submarine campaigns in World Wars I 
and II, as this Committee well knows, taxed our 
industrial and military efforts to the utmost and came 
perilously close to defeating us. 

On the other hand, it was our submarines which 
destroyed 55.5 per cent of the Japanese merchant 
marine and virtually shut off that country from all 
sea transport. According to the Japanese postwar 
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testimony, the submarine and the aerial-mining cam- 

paigns were the principal factors in the reduction of 

their industrial and military might. In fact these 
forts led to their peace overtures months before the 
frst atomic bomb was dropped on Hiroshima. 

A potential enemy strong in submarines at the start 
of a war and with the industrial know-how and ca- 
pacity to build replacements in large numbers could 
reduce to impotency our ability to project our armed 
strength overseas if we do not have the means to 
combat them. 

In order to combat effectively the types of sub- 
marines in existence today we must have the weapons 
and the ability to accomplish the following: 

(1) The submarine must be sought out and 
attacked by means of bombs and other air- 
borne weapons at its bases, in the building yards, 
and in training areas. For this, fast carrier task 
forces with their precision dive bombers are in- 
dispensable. 

(2) We must have the ability to lay mines by 
means of surface ships, submarines, and aircraft 
in areas through which enemy submarines must 
pass. 

(3) We must have antisubmarine hunter-killer 
groups to search out and destroy enemy sub- 
marines at sea. 

(4) Development of the medium-speed schnor- 
kel submarine requires increased emphasis on 
antisubmarine patrol planes for locating sub- 
marines and assisting in their destruction. For 
this reason the contemplated reduction in patrol- 
plane squadrons is unacceptable. 

(5) Our submarines have an important role to 
play in antisubmarine warfare. Under certain 
situations they are particularly well suited for 
this work. 

(6) In a great measure the training for anti- 
submarine warfare is controlled by the number 
and capability of the submarines available to 
ships and planes for training. The ability of our 
Navy to defeat the enemy-submarine threat in 
wartime is directly dependent upon the degree of 
realistic training which these forces can receive 
in peacetime. This establishes a definite require- 
ment for adequate numbers of modern subma- 
rines to supply the opposition. A _ continuing 
reduction in the number of submarines cannot be 
reconciled with these facts. 

(7) In addition to offensive countermeasures, 
we must have, for the defense of convoys, escorts 
of surface craft equipped with the latest detection 
and destruction devices, augmented by carrier- 
borne aircraft, lighter-than-air ships and heli- 
copters. 

The airplane has materially altered the conduct 
of war. 

Like other weapons, however, it has not changed 
the basic principles and objectives of war. The defeat 
of the armed forces of the enemy is still the primary 
objective in war. Air power is not an end in itself. 


Your Committee has heard extensive testimony on 
the various types of military planes and their mis- 
sions in strategic and tactical air warfare. You have 
heard that the bomber does not dominate its element; 
that it cannot control the air; that control of the air 
is the mission of the fighter. Likewise, the bomb does 
not control the terrain; that is the mission of the 
ground forces. Finally, neither the fighters nor the 
ground forces can reach overseas battlefields in deci- 
sive numbers without adequate naval forces. 

The development between World Wars I and II of 
naval aviation and the aircraft carrier provided our 
armed forces with a weapon system of greatly in- 
creased flexibility, range and power. 

The development of the fast carrier task force en- 
abled us to use this weapon against both sea and 
land objectives. This was the power punch of our 
invasion of Africa. It was a decisive factor through- 
out the war with Japan. 

Operations of carrier task forces, through applica- 
tion of the principles of mobility and surprise, have 
repeatedly demonstrated the ability to concentrate 
aircraft strength at any desired point in such num- 
bers as to overwhelm the defense. No other force and 
no other nation possesses this capability to a like 
degree. 

We still have that monopoly. We must continue 
our efforts to exploit this unique projection of our 
armed strength. We must preserve this striking power 
and carry its development forward. 

We have a lead of more than a quarter of a century 
over any probable enemy. Let us not squander it for 
any false doctrines—any unsound concept of war. 
That would be the real extravagance. 

The situation is, however, that this most powerful 
instrument of modern warfare is so little compre- 
hended by other services that the Air Force has argued 
for its complete elimination, while the Army has 
recommended its serious reduction. 


Art of Amphibious Warfare 


Another unique development of modern combat is 
the advance in the art of amphibious warfare. Am- 
phibious warfare in the armed services of the U.S. 
was fostered and developed by the Marine Corps and 
the Navy in the period following World War I. It 
was tested and perfected on every beachhead of 
World War II. It is purely a naval development, 
born of the need for utilizing sea power in all of its 
phases to project the Army, the Air Force, and the 
Marines across the sea and to place them ashore in 
enemy territory. 

Amphibious operations require the ultimate in co- 
ordination. They are “team” operations utilizing not 
only all standard naval types but also the assault 
troops, their weapons, and techniques. 

Additionally, many highly specialized groups must 
be employed, such as the underwater demolition 
teams, high-speed mine-sweeping groups, teams to 

(Continued on page 42) 
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control air and gunfire support, joint communication 
teams, and many others. 

The development of amphibious warfare has pro- 
duced the many specialized craft and ships which are 
now commonplace in these operations. All of these 
have incorporated the lessons learned through actual 
combat and are designed to get men and equipment 
ashore and to grips with the enemy in the most effec- 
tive manner. 

The covering of the assault by concentrated naval 
gunfire, rocket barrage, and air strikes with bombs, 
rockets and strafing has been so well perfected that 
no amphibious landing in World War II was repulsed. 
We were so successful, in fact, that in the last major 
amphibious operations of the war the Japanese chose 
to rely upon dug-in defenses well back from the beach 
areas, rather than to defend at the beach itself. 

Congress has recognized the experience and train- 
ing of the Marine Corps in amphibious warfare, and 
has accordingly assigned to the Marines by law the 
primary duty of development of those phases of am- 
phibious warfare which pertain to the tactics, tech- 
niques and equipment employed by landing forces. 
This assignment was further amplified in the Key 
West Agreement to assign to the Navy the responsi- 
bility for conducting joint training in amphibious 
warfare as well as to furnish those naval forces neces- 
sary for the conduct of joint amphibious operations. 

A properly balanced fleet must have as a major 
component a Fleet Marine Force of combined arms 
including its close-support tactical aviation. The in- 
clusion of such a force permits a fleet commander a 
degree of initiative and flexibility in his operations 
not otherwise obtainable. He can seize advanced bases 
as required by the developments of the campaign, or, 
if the situation dictates, be assured of adequate de- 
fense for those bases already in his possession. 

The need for a Fleet Marine Force has been recog- 
nized by the Congress. The National Security Act of 
1947 assigns the Marine Corps the primary task of 
providing such a force. 

The question has been raised earlier in these hear- 
ings whether efforts are being made to divest the 
Marine Corps of its functions in amphibious warfare. 

While it is true that a proposa! of this nature has 
been initiated, I am sure this Committee realizes that 
these combatant functions of the Marine Corps can- 
not be substantially transferred, reassigned, abolished 
or consolidated without the approval of this Com- 
mittee in accordance with the terms of the National 
Security Act as amended. 


HOW IS UNIFICATION WORKING? 


As you will recall, earlier in my paper I told 
you that the Navy endorses unification—the law, 
the concept and the spirit. I further declared 
that it is not the Navy’s desire to destroy uni- 
fication, as has been charged. Finally, I made 
the point that the principles and objectives of uni- 
fication are not being realized because the Navy 


has not been admitted to full partnership therein, 

These observations lead to the obvious question 
“What is it about unification that is causing the 
grave difficulties which have in a large measure been 
the subject of these extended hearings?” The answer, 
I believe, lies in the fact that unification processes 
have not thus far been in accord with either the 
spirit or the concept. 


What the Law Provides 


At this point I think it well to review briefly some 
of the major objectives contained in the National 
Security Act. 

Examination of this document shows that it was the 
intent of the Congress: 

1. To affirm civilian control of the military 
departments. 

2. To provide an efficient team of land, naval 
and air forces. 

3. To spell out the definition of the Navy to 
include naval aviation and the United States 
Marine Corps; and to guarantee to the Marine 
Corps certain amphibious and tactical air func- 
tions. 

4. To deny any intention of merger. 

5. To prohibit establishment of an armed forces 
General Staff. 

6. To prohibit establishment of a single Chief 
of Staff. 

7. That the armed forces were to receive 
strategic direction, as opposed to operational di- 
rection, from the Joint Chiefs of Staff. 

I believe it will be most useful if, without further 
theorizing, I discuss some specific examples of the 
inadequate or improper operation of unification. 

You have heard testimony covering the procedures 
by which additional procurement of the B-36 was 
effected in January and April of this year. They are, 
in brief, that in January additional B-36s were being 
purchased without consultation with the Navy. It is 
our belief that this was done without consultation 
with the Secretary of Defense. We in the Navy 
learned about it, as you have been told, in the news- 
papers. I was under the impression that the Air 
Force planned to cut back the B-36 program. 

In April of this year more B-36s were ordered. In 
this instance, the Joint Chiefs of Staff, including my- 
self, “noted” the intent of the Air Force to procure 
more of these planes. Whether or not that notation of 
intent was tantamount to approval is not the issue. 
The fact is that the additional procurement in April 
was proposed to the Joint Chiefs of Staff as a matter 
of the greatest urgency. Furthermore, assurance was 
given by the Chief of Staff of the Air Force that no 
change in basic strategy was involved. 

My position with respect to the order in April is 
that I went along with the proposed action of the Air 
Force as a matter or urgency. I fully realized at the 
time that the two studies previously mentioned, to 
evaluate the military worth of the B-36, had not been 
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completed. I felt then, and I feel now, that my action 
was in accord with the spirit of unification. This 
feeling is based upon the firm belief that major weight 
must be given, at this stage of unification, to the views 
and opinions of the chief of a particular service con- 
cerning the weapons needed to fulfill the missions of 
that service. I fully realized that, if the Air Force 
should be proven in error, with respect to its reliance 
upon the B-36, some loss would result in the cancel- 
lation or modification of contracts. Such a loss, I 
regret to say, is not without precedent. For example, 
the cancellation of the carrier, U.S.S. United States, 
also involved a loss. I may say, however, that one of 
the greatest benefits to be realized from true unifica- 
tion will be fewer and fewer instances of useless ex- 
penditure of funds by the procurement of weapons on 
a “stop and go” basis. 

I wish now to examine an area, as critical probably 
as any under unification—the budget. 

The appropriations bill for fiscal year 1950, now in 
conference, was formulated and prepared in accord- 
ance with the provisions of the National Security Act 
—the first budget for the Defense Department to be so 
formulated and submitted. It was also the first time 
that combatant forces of the Navy were determined 
by arbitrary decision and not by the budgetary ceiling. 

The forces provided under this appropriation for 
the Navy will enable us, reasonably, to carry out our 
tasks; they will give us a reasonable base for imple- 
menting initial tasks inherent in any mobilization 
plan—though from a long-range standpoint the sup- 
port for these forces is weak. 

Before the appropriation bill for fiscal 1950 is 
enacted, however, the Navy is faced with the necessity 
to anticipate the forces which may be expected to be 
the basis for the 1951 budget though plans for fiscal 
1951 are merely in the tentative stage. 

It is only by this anticipation, when operating 
forces are being reduced from year to year as has 
been our experience in the last several years, that 
orderly reduction is accomplished with the least dis- 
ruption in operations and within the funds available. 
It must be remembered that, when forces are deacti- 
vated and levels of operations are reduced, the funds 
to accomplish these objectives are a direct loss in 
terms of naval security. 


Difficulties in Arbitrary Cuts 


Even though plans to effect this reduction in forces 
in 1950 are under way, the Navy was recently di- 
rected further to reduce the obligation authority for 
fiscal 1950 by about 350 million dollars. I understand 
this action was recommended by the management 
committee under the Secretary of Defense. The Navy 
was not asked the implications which would be in- 
volved by a reduction in funds of this magnitude. I 
can only assume, therefore, that this action was largely 
arbitrary. For all practical purposes, this reduction 
was firm on 8 September. 

As I have said previously, and I emphasize now, 


we in the Navy fully realize and plan on the basis 
that our defense is only as strong as the national econ- 
omy is strong. I do not contend, Mr. Chairman, that 
the Navy should at all times have larger appropria- 
tions than the other services. First things, as they re- 
late to initial mobilization plans, must come first. I 
am concerned, though, at the progressive reduction in 
our operating forces from year to year. 

When forces are deactivated or reduced during any 
year below the numbers on hand at the beginning of 
the year, the funds required are high at the beginning 
and taper off as deactivations are accomplished. Thus, 
any unplanned reduction of the magnitude now di- 
rected must be taken from obligation authority re- 
maining during the last half of the year. This imposes 
peculiarly difficult problems of operation and man- 
agement. Consequently our gravest problem is pre- 
sented by the lack of choice of areas in which to apply 
the reductions. 


Why Navy’s Air Arm Suffered 


You have heard considerable discussion in these 
hearings as to why the Navy applied a major portion 
of this cut, 203 million dollars to be exact, to naval 
aviation. This was not done by choice, you can be 
assured. Due to the lateness in the year, the only area 
susceptible of reduction of the magnitude imposed 
was that in contractual obligations for procurement. 
Of the major items of procurement, shipbuilding had 
already been reduced 60 per cent; procurement of 
electronics equipment for antisubmarine warfare had 
been reduced 40 per cent. The sole remaining major 
item was in aviation procurement. 

The severity of this reduction is compounded by 
the lateness of its application in another way. There 
must be absorbed within the ceiling substantial costs 
not provided for at the time of the budget submission. 
Among such items are the military pay bill—about 
80 million dollars; inactivation of ships and _ air- 
planes—about 35 million dollars; and the civilian 
reclassification bill—about 10 million dollars. I point 
out that the savings in this fiscal year resulting from 
the civilian-personnel reduction are largely offset by 
the cost of the inactivating establishments that must 
be closed. 

A further and serious effect of this cut, particularly 
in the area of naval aviation, is the cumulative effect 
in the years to come. The reduction in the aircraft- 
procurement program which has had to be made will 
result in a pronounced decrease in the number of re- 
placement aircraft in the next two or three years when 
these aircraft would be coming off the production 
lines. That is a situation which cannot be corrected 
by a later restitution of equivalent funds. 

Wastage, duplication, and the continuation of pro- 
grams which do not directly support our defense must 
be eliminated. I am in thorough accord with and sup- 
port to the fullest the accomplishment of savings in 
these fields. Such savings must be made, however, 
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with the knowledge that they are, in effect, real sav- 
ings and not reductions in our defense potential. 

I suggest that the Budget Advisory Committee of 
the Joint Chiefs of Staff, comprised of one member 
from each of the services and one from the Office of 
the Secretary of Defense would have been the com- 
petent authority to differentiate between savings and 
reductions. Each service would then have been in a 
position to present the implications of any proposed 
budget reduction. 

The present statement of the roles and misions of 
the services are given in the National Security Act, as 
amended, and in the Key West Agreement. This 
Agreement was approved by the Secretary of Defense 
and by the President on 21 April, 1948. It is in ampli- 
fication of the National Security Act and outlines in 
detail the general and specific roles and missions of 
the services and of the Joint ‘Chiefs of Staff. 

The Joint Chiefs of Staff were in unanimous agree- 
ment with the provisions of the Key West Agreement, 
now called the Functions Paper. 


Reason for Instability 


The National Security Act has been in effect since 
September, 1947, the Key West Agreement or Func- 
tions Paper for 18 months. This period has been char- 
acterized by persistent attempts to make _ basic 
changes and modifications in the roles and missions. 
Such a situation is conducive only to instability. In- 
stability in turn is one of the means by which any 
system of controls may be rendered ineffectual. 

It is obvious that continual change in major res- 
pects at frequent intervals of functions of the Armed 
Services can result only in continuous misunderstand- 
ing and consequent inefficiency and confusion. Only 
by stability in assignment of functions during a rea- 
sonable period of trial, and by sincere endeavor on the 
part of all services to carry out functions as assigned 
and agreed, can a system be proved and remedial ac- 
tion determined. 

Nevertheless, there have been many attempts at re- 
striction of assigned functions of the Navy and Ma- 
rine Corps by interpretation of language, reduction of 
force requirements, and by changing assigned func- 
tions to joint functions. It is significant that most of 
these attempts at changes are directed at naval avia- 
tion or the Marine Corps and its support air. 

The continual efforts to change the functions of the 
Armed Services and the resulting instability are but 
another example of improper unification. 

I am firmly convinced that each service must be 
allowed to develop, through the prototype stage, the 
weapons which contribute to the execution of its pri- 
mary mission. Otherwise, perhaps some weapons of 
great value will remain undeveloped. Also, I am firm- 
ly convinced that one service must not be allowed to 
proceed into the procurement phase unilaterally. 
Without this check, weapons of doubtful value may 
reach the procurement stage, with consequent waste 
in man power and funds. 


The art of shipbuilding can only be kept alive by 
new construction. And, what is more important, it js 
through the medium of new construction that new 
instruments, systems, improvements, innovations, 
and the use of new weapons are developed. These may 
require changes which involve the basic design of the 
hull and deck height of ship structures. For instance, 
developments in carrier planes demand basic changes 
in deck strength, deck height, launching catapults, 
fuel and ammunition supplies and handling equip- 
ment. 

As I have pointed out, the functions of the services 
have been in a state of flux and uncertainty. Accord- 
ingly, the assignment of development in weapons 
fields is likewise in a state of flux and constant un- 
certainty. 

I believe that freedom of development, through 
the prototype stage, of any weapon by any service 
will lead to the earliest utilization of the weapon in 
the defense of the nation. 

The procedure leading up to the cancellation of 
the carrier United States is another exemplification 
of the improper operation of unification. The con- 
cept of a flush-deck carrier—that is, without super- 
structure above the flight deck and with other struc- 
tural features giving the capability of handling the 
planes of the future—was given to the Navy by Ad- 
miral Mitscher late in 1945. 

This concept was approved by the Navy for ex- 
ploratory planning purposes in 1946. The construction 
of the carrier was approved by the Secretary of De- 
fense, the Secretary of the Navy and by three members 
of the Joint Chiefs of Staff on 28 May, 1948, the Air 
Force member dissenting. Designs and plans became 
sufficiently firm to justify a budget request for the 
fiscal year 1949. 

This request was approved by the required agencies 
of the executive department and the money was ap- 
propriated by the Congress. 

Further funds for the construction of the carrier 
were approved in the proposed 1950 budget and prep- 
arations were made to begin actual construction in 
the spring of 1949. 

Meanwhile, there arose a vigorous public cam- 
paign against construction of what our detractors 
chose to call a supercarrier. This attack took the 
form of charges that the carrier was an invasion of 
the Air Force’s primary function of strategic bomb- 
ing. Gentlemen, this just was not so as has been 
amply. demonstrated in these hearings. 


Speed in Carrier Cancellation 


On 15 April, 1949, the Joint Chiefs of Staff were 
asked for their individual opinions on the flush-deck 
carrier project which was well under way. The sev- 
eral answers were coinpleted on April 22nd. It is no 
secret that General Bradley reversed his earlier ap- 
proval of this project. I again strongly recommended 
its construction, pointing out in detail its importance 
to the evolution of carrier aviation and naval war- 





U. S. NEWS & WORLD REPORT 





e by 
it is 
new 
ions, 
may 
f the 
ance, 
Nges 
ults, 
|Uip- 


Vices 
‘ord- 
pons 

un- 


ugh 
rvice 
nm in 


n of 
ition 
con- 
per- 





fare. General Vandenberg again opposed its con- 
struction. 

As senior member of the Joint Chiefs of Staff, it 
fell to me to sign the forwarding letter fo the Secre- 
tary of Defense enclosing the three opinions. It was 
delivered to the Secretary of Defense at 10:20 a.m., 
23 April, 1949. 

Forty minutes later I was handed the already 
mimeographed press release of the cancellation order. 

I submit again that the procedure followed in this 
instance was neither in accord with the spirit nor the 
concept of unification. 


SUMMATION 


It bears repetition for me to say that I am for 
unification. Because there seem to be so many-~differ- 
ent definitions and interpretations of this term unifi- 
cation, I will again state my understanding that unifi- 
cation contemplates basically a co-ordination of effort. 
It does not mean merger, absorption or elimination. 
Furthermore, unification should not mean that two 
services can control a third. Up to now, there have 
been many instances in which that has happened. 

While there is a law saying that there shall be naval 
aviation and there shall be a Marine Corps, and al- 
though there have been public utterances from our 
sister services that there shall be naval aviation and 
a Marine Corps, in the councils of the Department of 
Defense the opposite view is often evident. Further- 
more, regardless of laws intended to preserve naval 
aviation and the Marine Corps, if the funds to sustain 
them are choked off or the composition of the Navy 
is determined by a two-to-one vote regardless of funds 
available, then naval aviation and the Marines will 
be put out of business as surely as if there had been 
no law. 

In numerous instances, the Army and Air Force 
have disapproved proposals advanced by the Navy 
pertaining to naval aviation and the Marine Corps. 
There is no intention to impugn the motives of any 
person in this respect; rather, it arises from lack of 
study or lack of experience in naval matters, or both. 
Nevertheless, these disapprovals constitute a pattern 
which I cannot ignore. 

The instability which I have described as a result of 
continuing efforts to make basic changes in the roles 
and missions of the armed services seriously jeop- 
ardizes efficient planning and administration. 

I can understand the view that it is regrettable the 
basic differences revealed in these hearings have been 
aired in public. I believe, however, it would have 
been immeasurably more regrettable had these issues 
remained hidden and a false sense of security been 
permitted to prevail. 

This is so: 

Because the issues are so vital to our national 
security; 

Because improper operation of unification is 
more injurious than no unification at all; and 

Because, under our system of government, it is 


the people who are the final judges of the stew- 

ardship of Government officials. 

As I see this hearing, it began on the note of malad- 
ministration by high Government officials. That I 
abhor. I am deeply gratified that it proved to be a 
sour note. Under the resolution passed by the Con- 
gress to investigate those unfounded charges, this 
Committee wisely prepared an agenda of related mat- 
ters of great national significance. Because the core 
of the hearing was centered upon aviation, it was only 
natural that the Navy, which is charged by law with 
an important role in military air power, should be 
required to present its views. Furthermore, because 
of our vital role in military air power, it would have 
been reprehensible, under the concept of democracy, 
had we not expressed our frank views. 

I have summarized the«various respects in which 
the Armed Forces are not now following the spirit 
and pursuing the purpose of unification. The fault is 
not with the law or its intent but is the fact that the 
law has not yet begun to function as the Congress 
intended. 


Suggestion for the Future 


What does the Navy propose should now be done? 

First: Expedite the report of the weapons-eval- 
uation group in order to determine the military 
worth of the B-36. 

Second: Literally support the National Secur- 
ity Act and the Key West Agreement on roles and 
missions of the Armed Forces. 

Third: Support the principle that each service 
within budgetary limitations be permitted to de- 
sign and develop its own weapons. 

Fourth: Provide the Navy adequate and appro- 
priate representation in key positions within the 
Department of Defense. 

Fifth: Limit the scope of activities of the Joint 
Chiefs of Staff to those specifically mentioned in 
the National Security Act. 

Sixth: In the present stage of unification, it 
must be recognized that the views of a particular 
service are entitled to predominant weight in the 
determination of the forces needed by that service 
to fulfill its missions. 

The accomplishment of these points will not in it- 
self solve all our national-security problems. It will, 
however, go far toward providing a framework which 
will permit a unified approach to the grave problems 
of naticnal security. We must get on with these prob- 
lems for in their solution lies the whole hope of life, 
liberty and the pursuit of happiness—not only for 
this great country but for the entire world. The time 
is now! 

I express the wish of the entire Navy when I say 
that we not only hope, but sincerely believe, that the 
opportunity afforded the Navy to make this presenta- 
tion can but lead in the final analysis to a clearer 
understanding of unification and hence to a more 
expeditious realization of its sound objectives. 
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Air Force’s General McNarney, Named to Cut Defense Overhead, 
Engineers $203,000,000 Reduction in Naval Plane Procurement 


>» Gen. Joseph T. McNarney, a veteran 
Air Force man, has bobbed up as a fig- 
ure of influence in the big Navy-Air row. 
General McNarney, it suddenly devel- 
ops, is having an important say about 
how the nation’s defense money shall be 
divided among the services. Navy men 
do not like it. 

The General’s influence goes with his 
position as chairman of the National De- 
fense Management Committee, a group 
hitherto scarcely noticed. Its members, 
aside from the general, are civilians. It 
was created to save the services some 
money by eliminating the unnecessary 
expenditures that result from duplicated 
activities, needless overhead costs, over- 
staffing and other causes. 

With no attendant publicity, however, 
Defense Secretary Louis A. Johnson 
abruptly raised it to high policy-making 
status by asking that it determine how 
an over-all cut of 800 million dollars in 
defense expenditures might be allotted 
among the three services. The Navy was 
given the biggest slash, and the Air 
Force the smallest. 

The fact of the power of the flving 
General and his Committee was turned 
up by the current investigation of the 
AF-Navy dispute, with the Navy telling 
the story. Questions were raised imme- 
diately: Did putting an Air Force officer 
above a group of top-level civilian off- 
cials violate the old tradition of keeping 
the military subordinate? Was it proper 
that an Air Force enthusiast, who nat- 





—Harris & Ewing 
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—Harris & Ewing 


... an important say about defense spending 


urally might favor his own service, should 
pass judgment on funds for the Navy? 
How did the 800-million-dollar cut orig- 
inate? And who were General McNarney 
and the members of his Committee? 
The General is a quick-minded man 
of 56, with more than 30 years in mili- 
tary aviation. He is tall and dark, with a 
high forehead, an easy smile, a relaxed 
manner and a casual, drawling way of 
speech. He is well liked by his colleagues. 





—Harris & Ewing 
NAVY'S KIMBALL 
A little-known committee suddenly assumed high policy-making status 
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The latter, however, know him as a 
tough administrator. They sometimes 
have referred to him as “Little Caesar,” 
as a ruthless executive who speaks his 
mind, makes his decisions and sticks to 
them. They scarcely forget the uncom- 
promising way in which he drove 
through the wartime reorganization of 
the Army, a reorganization that, inci- 
dentally, resulted in giving air power 
a much-increased proportional represen- 
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tation on the War Department’s Gen- 
eral Staff. 

The members of his Committee are ci- 
vilian appointees: Gordon Gray, the Sec- 
retary of the Army; Dan A. Kimball, the 
Under Secretary of the Navy, and Eugene 
M. Zuckert, Assistant Secretary of the 
Air Force. 

Since early August, the group had 
been busy trying, first of all, to eliminate 
‘obvious fat” from service spending, and, 
simultaneously to improve the manage- 
ment and basic efficiency in line with 
studies that have extended over several 
years. Then Secretary Johnson gave it 
work of much greater immediate im- 
portance. 

The Secretary had promised a con- 
gressional committee that, if given addi- 
tional unification powers, he could lop 
800 million dollars off the total spent on 
the services. He was given the powers 
he requested and has ordered a cut of 
that amount. 

In general, he turned the problem of 
how the slash should be allotted over to 
General McNarney and his Committee. 
Within the group, the Navy was outnum- 
bered three to one. In the end, the Navy 
was asked how it could trim its budget 
for this fiscal year by 350 million dollars. 
The Army was asked to find ways of sav- 
ing 300 millions, and the Air Force, 150 
millions. 

The Navy’s reply was that it could 
slash aircraft procurement by 203 mil- 
lion dollars and make up the remainder 
in other ways. The Army responded, too, 
but the Air Force delayed its answer. 

Meanwhile, Mr. Johnson ordered the 
cuts made effective, and the Navy now 
is protesting that it was not consulted as 
to the detailed implications of such a 
slash. It is urging Mr. Johnson to recon- 
sider. Some members of Congress, led by 
Chairman Carl Vinson of the House 





Armed Services Committee, are criticiz- 
ing Mr. Johnson’s actions and demanding 
that Congress be consulted before budget 
figures are reduced. 

Navy men incline to see in General 
McNarney’s suddenly powerful position 
another move in an Air Force-Army ef- 
fort to box them in, outvote them and re- 
duce the Navy to a negligible role in the 
national defense. 

They compare the situation in the Com- 
mittee to that in the Joint Chiefs of Staff. 
There the Army and Air Force repeatedly 
have outvoted the Navy’s representative, 
Admiral Louis E. Denfeld. More recently, 
by the addition of a Chairman, Gen. 
Omar N. Bradley, to the Joint Chiefs, 
the Army has been given two voices, al- 
though not an additional vote, in that 
group. 

As things stand in the Management 
Committee, the Navy has its one repre- 
sentative and the Army and Air Force 
three, including the chairman, General 
McNarney. No votes are taken, it is ex- 
plained. Recommendations are discussed. 
If unanimity is apparent, orders are is- 
sued. If one service objects to a proposal, 
it may appeal to Secretary Johnson. Aside 
from the 800-million-dollar cut, disagree- 
ments have been minor and usually could 
be worked out. There have been only two 
refusals to concur, both by the Air Force, 
and only one of these was taken to the 
Secretary. 

General McNarney tends to dominate 
his Committee as he does most situations 
in which he finds himself. And dealing 
with budgets and organizational details 
has been a prominent part of a distin- 
guished career. 

Airman-administrator. The General 
transferred to air service as soon after 
West Point graduation as regulations 
would permit. He grew up with the air 
service and still is rated a command pilot, 
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REP. VINSON AND SECRETARY JOHNSON 
Should Congress be consulted before funds are pared? 


OCTOBER 21, 1949 




















IN NEW JERSEY 


What’s the best method to 
do a job right? That’s im- 
portant in New Jersey — 
where research is so con- 
centrated that we’ve been 
called the “Scientific State.” 


More than ten per cent 
of this country’s research is 
centered today in New Jer- 
sey, where some 400 firms 
spend more than $150 mil- 
lion annually in laboratory 
and development work. 


There are other plus ad- 
vantages for all types of 
manufacturing in this great 
state — big advantages like 
great markets . . . productive 
labor . . . unexcelled trans- 
portation facilities . . . diver- 
sified products . . . all this, 
and much more, ate yours in 


New Jersey. 


Public Service stands ready 
to help you in New Jersey 
with the dependable services 
it has to offer. 


Consider New Sersey 


THE CROSSROADS OF THE EAST 





PUBLIC SERVICE ELECTRIC 


AND GAS COMPANY 


Write Dept. B, for brochure, 


“THE CROSSROADS OF THE EAST.” © 


74 Park Place, Newark 1, N. J. 
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The enchanting Pacific Northwest... region 
of mountains, lakes, and floral beauty... 
blessed by a moderate climate . .. is ideal 
for a winter vacation. 











"CITY OF PORTLAND” 


between Chicago and Pacific Northwest. Pullmans 
and reserved Coach seats. 


Streamliner service available to California also on 
the “City of Los Angeles” and “City of San Francisco.” 


Write for free booklets — Pacific Northwest and 
California. Beautifylly illustrated. Address requests 
to Room 312, Union Pacific Railroad, Omaha 2, Neb. 


UNION PACIFIC RAILROAD 
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combat observer and technical observer. 
When making a flight, he usually takes 
over the controls. 

And yet his reputation was built as 
an administrative rather than as a com. 
bat or tactical officer, This trend set ip 
early. In France, during World War I, he 
participated in every major offensive, but 
his assignments usually were at command 
posts. 

Between wars, it became apparent that 
the General was headed for high places 
He made a name for himself in the Army’s 
various schools. Pearl Harbor day found 
him in England, where he had been ob. 
serving aerial warfare over Britain. Gen, 
George C. Marshall, Chief of Staff 
hustled General McNarney back to 
Washington. He had important work for 
him as Deputy Chief of Staff, and the 
first of his jobs was to reorganize the 
War Department. 

He gave the Department an epic over- 
hauling, the first of its scope since 1903. 
It set up a pattern of administration and 
command that lasted through the war and 
continued with slight modifications until 
unification. And he was hard-boiled in 
making it effective. 

Abruptly he told a gathering of rank- 
ing officers, assembled, they thought, to 
discuss the reorganization plan and make 
changes in it, that the plan stood as it 
was, that the meeting was for the purpose 
of issuing the orders that would put it 
into practice. 

It was at this time that he acquired 
the nickname of “Little Caesar.” There 
were allegations of heavy-handed meth- 
ods, but, in the end, most objectors cred- 
ited General McNarney with logical rea- 
soning and considered fairness. 

The General, meanwhile, was anxious 
for field service. He got it, finally as 
Deputy Allied Commander in the Medi- 
terranean. The war over, he succeeded 
Gen, Dwight D. Eisenhower as top man 
in Europe. Then he became the first Mili- 
tary Governor of Germany, with Gen. 
Lucius D. Clay as his deputy and eco- 
nomic helper. 

Since returning to this country, Gen- 
eral McNarney served for a time with 
the United Nations and as Commanding 
General of the Air Materiel Command. 
Secretary Johnson called him to Wash- 
ington last March to advise him on the 
consolidation and elimination of boards 
and committees. 

Money handler. Naval officers who 
know the General are quick to credit 
him with doing a rigorously conscien- 
tious job in determining how the 800- 
million-dollar cut should be apportioned, 
but they dislike his natural predilections 
in favor of the Air Force. Even more. 
they fear the system of Army-Air Force 
dominance that now seems to be hem- 
ming them in. 
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Postwar Bonanza for Businessmen in Tokyo Hasn‘t Come Yet: 
Quick Profits Are Hard to Get, But Japanese Want U.S. Experts 


TOKYO 

OSTWAR JAPAN has not turned out to 

be the promised land that some 
American traders expected. The ranks of 
American businessmen in Tokyo are 
shrinking. Of the 1,500 who arrived 
during the last two years, only about 400 
are still around. That number may be 
down to 200 before long. 

The biggest disappointments have been 
encountered by those traders who are 
known in Tokyo as carpetbaggers and 
“one-shot artists’—Americans who came 
with the first rush expecting to make a 
big deal, turn a quick profit and retire 
to the United States to take it easy. 

It just hasn’t worked out that way. 
Even some who learned their way around 
Tokyo as officials of the U. S. occupation 
staff and returned as private citizens to 
cash in on their knowledge are leaving 
Tokyo wiser but no richer. 

They—and a lot of other Americans 
trying to do business in this former enemy 
country—place the major blame for their 
misfortunes on red tape. That is a general 
label they use to cover their encounters 
with official delays, bureaucratic inertia 
and inefficiency, both American and 
Japanese. 

A favorite story concerns an American 
company that got permission to open a 
store in Tokyo to serve non-Japanese. 
Just a few days before the store was to 
open, an official discovered a military 
regulation forbidding private firms to 
handle either the scrip that foreign 
traders must use for money, or the pay- 
ment certificates that occupation person- 
nel carry. That meant the store could do 
business but it couldn’t accept money. It 
was the store manager who found a loop- 
hole. He discovered that Tokyo tellers for 
an American bank may accept 
any kind of currency. So he ar- 
ranged to have his cashiers “em- 
ployed” by the bank. That made 
everything all right. 

Theoretically, the American 
businessman in Tokyo is sup- 
posed to do most of his negoti- 
ating with the Japanese Gov- 
ernment. General MacArthur’s 
headquarters is relied on merely 
to validate contracts, once they 
are made. That is the theory. 

Actually, it doesn’t work that 
way very often. Once a contract 


OCTOBER 21, 1949 


has been negotiated with the Japanese, it 
still has to clear the desks of American 
officials in U.S. headquarters. There, 
every contract goes through a long, labori- 
ous “processing.” Sometimes this can be 
done in two weeks, but often it takes a 
lot longer. 

These delays run into money for the 
businessman. One American told me that 
in the last few months he has had nearly 
4 million dollars worth of business stalled 
in U. S. headquarters. Some of the delays 
were perfectly valid, he says. But he is 
convinced that about half his deals— 
2 million dollars worth—have been lost 
because of inertia and inefficiency. 

Another American businessman I know 
has been in Tokyo a year working on a 
project that he was sure would pay him 
enough to provide a comfortable living 
for several years. Just the other day he 
learned that the deal has fallen through. 
He is going home with nothing to show 
but a year’s expense. His is not an un- 
common experience. 

For the Americans who came out to 
Japan to go into business on a long-term 
basis—not for quick profits—the situation 
has not been much better. And many ex- 
pect it to get worse. One reason is that 












Japanese business representatives soon 
will be free to travel abroad—buying im- 
ports, finding markets, collecting com- 
missions on all sorts of overseas trade 
and services. The result probably will be 
to displace some of the Americans who 
have been handling this business during 
the last two years. 

Things are not so bleak for all Ameri- 
can business in Japan. American trading 
companies that were established in the 
islands before the war are beginning to 
reopen their offices. Some American firms 
new to Japan are opening branches to 
concentrate on finding new markets for 
Japanese goods. 

In addition, American enterprises that 
can provide ‘technical services for Japa- 
nese businessmen seem to be in con- 
siderable demand. One such consulting 
firm has been organized by an American 
engineer, a financial expert and a trade 
expert, who saw a place for such a firm 
while they were occupation officials. 

This company is serving as technical 
adviser to the Siamese Government in 
its purchase of Japanese-made railroad 
equipment. The Japanese are turning to 
American technicians both for produc- 
tion advice and, apparently, for sales 
prestige. Japanese businessmen know 
that, before the war, some of the products 
of their country got an overseas reputa- 
tion for dubious value. Now they are 
anxious to have American engineers give 
their wares a clean bill of health, either 
in the capacity of advisers to prospective 
buyers or to Japanese producers. What 
they'd really like is American backing 
for the “Made in Japan” trade-mark. 

The whole business of investing in 
Japan still is being handled on a day-to- 
dav basis. The test being applied is this: 
Would the investment contribute 
to Japan’s recovery or to the re- 
habilitation of a worthy industry. 
Because of the present uncer- 
tainty, American firms with pre- 
war holdings in Japan are, for 
the most part, marking time. A 
few are considering new invest- 
ments, but most aren’t even filing 
claims for return of securities 
that they owned and either lost 
or sold under duress during the 
war. Many of them have charged 
off their Japanese ventures as 
tax losses. J. F. 
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Special Report ——— | 


(This article represents the result of an 
extensive research on a problem of ovyt. 
standing importance in National Affairs.) 


NEW ENGLAND: SLOWER GAINS 


Industry Still Big, but Losing to Other Areas 


Spotlight on New England 
shows up vital changes in that 
industrial center. Area seems to 
be slowing down, in relation to 
the nation, just now. 

Pay rolls, plants, population 
all show gains. But they are not 
keeping abreast of growth in 
other parts of U. S. 

Most manufacturers feel the 
trend can be reversed. 


The shifting and ferment in industry, 
strongly under way during and after 
the war, is changing the industrial im- 
portance of major regions in the U. S. 
This shift is measurable in exact terms 
as a result of findings of an official cen- 
sus of manufacturers for the year 1947. 

Analysis of these findings shows that, 
in the shifting that has occurred, New 
England has lost ground relative to the 
nation as a whole. Actually, manufactur- 
ing activity has been stepped up sharply 
in New England, as in other areas. Pop- 
ulation, too, is up. So are incomes and 
bank deposits. But, in relation to the 
whole of U. S., there have been declines 
in the far Northeastern corner of the 
country. These, for the most part, are 
not drastic, but are highly significant. 

The facts in the picture are important 
for individuals in the region and for per- 
sons engaged in business planning every- 
where. They need to know what is going 
on in this important producing and con- 
suming area. 

What is going on is that some indus- 
tries are growing more rapidly in New 
England than elsewhere. Others are 
tending to shift away. It is not a uniform 
picture. But later reports on other re- 
gions also will show a picture that is far 
from uniform. 

Over-all picture of change in New 
England, presented in the chart on this 
page, is one of sharp decline. But that 
decline is relative. Wartime booms in 
so-called “backward” areas of U.S. have 
overshadowed progress in New England. 

In manufacturing, the census reports 
a gain of 180 per cent for New England 
between 1939 and 1947, on the basis of 
value added to materials. But the gain 
for all U. S. was more than 200 per cent. 
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As a result, the region’s share of all man- 
ufacturing had shrunk by 8 per cent in 
1947, compared with 1939. 

Biggest declines, relatively, are in 
Massachusetts, Connecticut and Rhode 
Island, as the scoreboard shows. Ver- 
mont factories, on the other hand, kept 
pace with the nation. And the other, less 
industrialized States-Maine and New 
Hampshire—were only slightly behind. 

In factory employment, too, New 
England’s gain is a big one—32 per cent 
in the period—but still smaller than the 
national gain. Result, for the region, is 
that a smaller proportion of all U.S. fac- 
tory workers have jobs there now than in 
prewar days. What this means to market 
planners, for example, is that wages and 
salaries paid by factories would have been 
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660 million dollars greater in the region 
during 1947 if plant employment there 
had kept pace with U. S. 

In home building, however, New 
England has progressed right along with 
the rest of U.S. Only big exception, 
Connecticut, results in a slight drop for 
the region as a whole. That State’s rela- 
tive loss took 340 million dollars off the 
potential value of home building in the 
region in 1947. 

In population, no State in the region 
failed to show a sizable increase between 
1940 and 1948. But only Connecticut 
increased rapidly enough to hang on to 
its prewar share of the entire U. S. popu- 
lation. 

In individual incomes, the failure of 
New England to keep up with the rest of 
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Scoreboard of State Progress: New England 


(Percentages show regional and State shares of national totals) 











Value Added Factory 
to Materials Production Residential Bank 
by Manufacturing Workers Construction Population Deposits 
¢- a 
1939 1947 1939 1947 1939 1947 1940 1948 | 1939 1948 
NEW ENGLAND 9.86% 9.12% 12.12% 10.45 % 5.00 % 4.70% 6.39 % 6.27 % 10.05% 7.74% 
MAINE .62 .58 -95 .76 .20 21 .64 .61 49 .43 
NEW HAMPSHIRE -42 .41 .70 .55 .22 .20 .37 .36 .42 .33 
VERMONT -20 .20 .26 .25 oe .09 .27 aS .25 .20 
MASSACHUSETTS 4.83 4.48 5.88 5.03 2.33 2.66 3.27 £37 6.15 4.44 
RHODE ISLAND .97 .88 1.36 1.07 49 .58 .54 51 -72 -62 
CONNECTICUT 2.82 2.55 2.98 2.78 1.66 .96 1.29 1.36 2.02 1.72 
U.S. TOTALS (Millions) $24,487 $74,364 7.8 11.9 $2,114 $5,260 131.7 146.1 $68,222 $161,248 


(lhis detailed picture of changes in the New England economy since 1939 is drawn from official reports of the 
U.S. Bureau of the Census, Bureau of Foreign and Domestic Commerce and U. S. Comptroller of the Currency.) 








the country has major meaning for mar- 
ket planners. Back in 1940, income in 
the region amounted to $1.26 for every 
$1 of income per person in U.S. as a 
whole. Now it amounts to $1.06. New 
England has a smaller percentage of 
total U.S. income, too, than before the 
war. 

Where the region had more than 8 per 
cent of all U.S. income payments in 
1940, it now has considerably less than 
7 per cent. What this small drop means 
to companies that have goods to sell to 
consumers is that income payments in 
the region last year amounted to 2.8 bil- 
lion dollars less than they would have 
if New England had kept pace. 

In trade, as a result, New England 
States provide a consumer market that 
now is relatively less important than it 
used to be. It still is one of the best. 
But department-store sales show what has 
been lost in relative standing. For New 
England, those sales were up 140 per 
cent last year over prewar sales. For all 
U.S., they were up more than 200 per 
cent. 

That, briefly, is the over-all story of 
change in New England. It is one, gen- 
erally, of significant declines in relation to 
all U. S. But those relative declines show 
up mostly as a result of the astonishing 
expansion that has occurred in areas that 
before the war had little in the way of 
industry. New England still keeps its 
standing as one of the most concentrated 
industrial areas in the world. 

Some industries are growing more 
rapidly in New England _than elsewhere. 
But some of the region’s biggest indus- 
tries have done their major expanding in 
other areas. 

Massachusetts, for example, is shown 
by the census of manufacturers to have 
lost ground in its most important indus- 
try—the textile mills. Those mills em- 
ployed a fourth of all factory workers in 
the State in 1939. In 1947, they em- 
ployed a fifth. In that period, Massa- 
chusett’s share of the entire industry had 
shrunk by 6 per cent, and there are indi- 
cations that this shift has continued. 
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In machinery, too, a fourfold expansion 
in the country as a whole left Massachu- 
setts with a far smaller share of the total, 
despite rapid growth of this industry in 
the State. Massachusetts now has less 
than 5 per cent of the entire industry, 
where in 1939 she had 5.7 per cent. 
These changes mean that, in this one in- 
dustry, the State would have had 29 mil- 
lion dollars more in salaries and wages in 
1947 if its gains had equaled those of 
the nation. 

But, in the State’s third-largest indus- 
try—leather and products made of leather 
—growth since before the war has outrun 
the rest of the country. And in one of this 
State’s newer industries—rubber products 
—the gain was outstanding. Massachu- 
setts now has more than 10 per cent of 
this entire industry, where, in 1939, it 
had 8.5 per cent. 

Bigger-than-average advances have 
been made by Massachusetts’s miscel- 
laneous manufacturers—by small factories 
that produce hundreds of different prod- 
ucts, But other major industries have 
grown faster in other areas of U. S. than 
in Massachusetts. This is true for indus- 
tries that make or process food, clothing, 
chemicals, metal products, paper. 

Connecticut, which ranks second for 
industry in New England, also has iagged 
behind in the expansion of her most im- 
portant industries. In machinery—which 
employs one out of every five factory 
workers in the State—Connecticut’s per- 
centage of the whole industry is nearly 
one-fifth smaller than it was in 1939. 
That’s true, too, of Connecticut’s textile 
industry. And its share of primary metals 
—a big industry in the State—has shrunk 
by 30 per cent. 

Biggest relative losses in the State, 
however, were in clothing and in leather 
and its products. Connecticut’s share 
of the leather industry was nearly 44 per 
cent smaller in 1947 than in 1939. And 
its share of the clothing industry had 
dwindled by more than a third. Employ- 
ment of those two industries together 
actually declined more than a fourth in 
Connecticut, while rising in the U.S. 


But, in some other categories, Connec- 
ticut has made rapid gains. Its share of 
the instrument-making business now is 
far larger. And its small part of the in- 
dustry that makes stone, clay and glass 
products is half again as large as in 1939. 
A larger part of the rubber-products out- 
put, too, is in Connecticut now. 

Rhode Island, meanwhile, has _ lost 
ground in its biggest industry—textiles— 
with a relative decline of more than 10 
per cent. Ahd its share of the machinery 
industry has shrunk by 12 per cent. But 
those losses are partly offset by expansion 
in small factories that make miscellaneous 
products and by advances in the State’s 
primary-metal industries. 

Other States in New England—the 
less industrialized States of Maine, Ver- 
mont and New Hampshire—have held on 
to their shares of industry better than 
their neighbors. All three have lost 
ground in furniture, and in stone, clay 
and glass factories. But there are off- 
setting gains. Maine has made better- 
than-average increases in lumber, chemi- 
cals, primary metals and in machinery. 
Vermont has outdistanced the nation in 
textiles, paper, chemicals and metal 
products. And New Hampshire has kept 
ahead in textiles, printing, primary met- 
als and machinery. 

New England’s future, based on 
these trends, is one in which New Eng- 
landers can find little to cheer about. 
But manufacturers in that region believe 
that their chances of reversing the trend 
are excellent. A survey just conducted 
by the Boston Federal Reserve Bank 
finds this is true. Manufacturers who 
expect to hold their own with their indus- 
tries in the next five years—or make a 
gain—outnumber those who expected to 
weaken by more than 16 to 1. 

Most optimistic are producers of trans- 
portation equipment, clothing and chemi- 
cals—not one expects to weaken. But 
members of the lumber and textile indus- 
tries see a less favorable future. Those 
who make cotton and woolen fabrics are 
more pessimistic than the rest of the 
textile industry in New England. 
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LEWIS-MURRAY FEUD: STRIKE KEY 


Each Leader Trie: to Gain More Than Other 


Rivalry between John L. Lewis 
and Philip Murray, old friends 
turned bitter enemies, is behind 
steel and coal strikes. Neither 
wants the other to gain any ad- 
vantages over his own union. 

That is one reason why Mr. 
Murray is holding out for pen- 
sions paid for entirely by steel 
companies. Mr. Lewis, though he 
has such a plan for miners, now 
wants more money to keep it 
going. 

The real story back of strikes in coal 
and steel strikes that gradually are 
slowing U.S. industry, is a story of 
two labor leaders. 

John L. Lewis, head of the United 
Mine Workers, and Philip Murray, head 
of the CIO Steelworkers, in their shut- 


downs of the nation’s two basic indus- 
tries are bargaining for position. 





JOHN L. LEWIS 





Mr. Lewis, after obtaining gains for 
miners that Mr. Murray in the past has 
not been able to get for his steelworkers, 
is holding out to make sure that he keeps 
his lead. Mr. Murray, irked by Mr. 
Lewis’s gains in the past, through con- 
cessions given after strikes, is determined 
now to get for steelworkers as much as 
his rival has won for coal miners. 

The battle for position between these 
two onetime friends was not changed 
by Mr. Lewis's offer last week of sup- 
port for the steelworkers’ strike. The 
mine leader’s offer to pour $250,000 a 
week of mine-union funds into huge 
steel-strike kitty, provided each of nine 
AFL unions did the same thing, was 
greeted privately with suspicion by steel- 
union officials. They looked for a hidden 
Lewis motive. What they suspected was 
an attempt to humiliate Mr. Murray by 
making it appear that the steelworkers 
union was not strong enough to fight its 
own battles. 

Both Mr. Murray and Mr. Lewis came 
up through the miners’ union to top of- 
fices in the union. Mr. Murray once 
was Mr. Lewis’s partner in bargaining 





with coal operators. The two men went 
through bad times together when their 
coal union nearly fell apart. They went 
up in the lush days of the New Deal, 
Together, they launched the CIO and 
the Steelworkers. But they broke over 
support of Franklin D. Roosevelt and 
preparations for World War II. Mr. 
Murray stuck with the New Deal. Mr. 
Lewis pulled the miners out of CIO. 
Now the two men are bitter rivals whose 
personalities influence the course of in- 
dustrial relations. 

Their feuding has complicated the set- 
tlement of the coal and steel disputes. 
Mr. Lewis closed down the coal industry. 
That meant that steel mills could not long 
operate at full capacity even if Mr. 
Murray had not shut down the industry. 
And, once Mr. Murray had steel shut 
down, Mr. Lewis’s miners would not 
have much work to do even if they were 
ready to go back to the pits. With steel 
and coal shut down, autos, railroads and 
many other industries soon are affected. 

The result is that the impact a strike 
in one field has on operations of an- 
other industry complicates the problem 


\ 


~Acme photos 


PHILIP MURRAY 


A personal rivalry means trouble for coal, steel and other industries 
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of finding an early basis for settlement. 
4 settlement of one dispute can bring 
an early end of the other. But Gov- 
emment mediators had a problem as to 
which strike to tackle first to bring that 
opening break. 

Mr. Lewis made his reputation by 
hard-boiled tactics. He caused coal shut- 
downs regularly and held out for big 
¢akes. Mr. Murray, on the other hand, 
made his reputation by quiet negotiation. 
However, Mr. Murray can be tough, as 
he showed in the steel walkout. He now 
apparently feels that he has to be tougher 
than Mr. Lewis. 

Backgrounds of the two men, and 
the differences in their bargaining styles, 
help to explain their present feud. 

In the miners’ union, Mr. Lewis and 
Mr. Murray worked together as a team 
for many years. Mr. Lewis was president, 
and absolute boss. Mr. Murray was vice 
president and the faithful lieutenant. Mr. 
Murray was given little or no authority. 

A split developed, starting in 1940. 
Mr. Lewis, who supported Wendell 
Willkie for President, resigned the CIO 
presidency as he had promised to do if 
Mr. Willkie lost. Mr. Murray became 
head of CIO, at the urging of Mr. Lewis, 
but then surprised the miners’ chief by 
refusing to take orders from him. 

Bitterness between the two men grew. 
Mr. Lewis seemed to be out to wreck the 
CIO. He appeared to want to prove that 
he could outbargain the steel-union lead- 
er. He often waited until Mr. Murray's 
contracts were signed before outdoing 
him with bigger coal settlements. To 
some observers, Mr. Murray seemed to 
be too engrossed in worrying about Mr. 
Lewis's next move. 

Different techniques of bargaining 
also are involved. Mr. Lewis adopts the 
tough line, fights the Government as well 
as coal operators. He wants no dealing 
with any federal fact-finding board that 
has power to recommend a settlement. Mr. 
Murray usually shows more willingness 
to compromise. 

In earlier rounds, Mr. Lewis claimed 
an edge over Mr. Murray. Daily pay of 
aminer has gone up 55 per cent since 
the end of the war, against 35 per cent 
for steelworkers. Prior to the strikes, the 
steelworker earned $13.08 for an eight- 
hour day while a miner got $14.05 for six 
and one-half hours of actual production. 

Company-paid pensions—the big 
issue in steel’s 1949 negotiations—were 
won by Mr. Lewis earlier. Mr. Murray 
accuses the steel companies of giving the 
pensions to Mr. Lewis in their captive 
mines while refusing company-financed 
programs for steel mills. The industry re- 
plies that the coal welfare plan was forced 
upon it by the Government in 1946 dur- 
ing federal operation of the mines. 

For the future, however, Mr. Mur- 
tay’s friends predict that his steelworkers 
will have an advantage over coal diggers 
in annual earnings. Coal users are switch- 
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Torrington Needle Bearings 
KEEP EQUIPMENT 
ON THE GO... 








Fox River Tractor Co. makes 
sure its Pick-Up Cutters stay 
on non-stop jobs with minimum 
maintenance attention by using 
Needle Bearings in the pick-up. 


Wildman Manufacturing Co. has se- Harnischfeger Corporation uses Tor- 
cured thirteen years of trouble-free rington Needle Bearings to handle 
service without replacement of Needle heavy loads in minimum space and 
Bearings used in take-up of circular eliminate wear in planetary gear 
knitting machines. drives of its Zip-Lift Hoists. — 


Machines equipped with Torrington Needle Bearings stay at work 
longer without time out for maintenance. 

There are many reasons. Needle Bearings provide a higher load 
capacity than any other anti-friction bearing of comparable size. The 
smooth, anti-friction operation of precision-made elements adds fur- 
ther assurance of long service life. Needle Bearings also retain an ex- 
tra reserve of lubricant, cushioning bearing surfaces against wear. 

Add to these performance features the manufacturing economies 
possible with Needle Bearings—simpler design of components, easy 
installation—and you have every reason to specify them for your prod- 
ucts. Let our engineers work out the specific details 
with your engineering department. Write us today. 


THE TORRINGTON COMPANY 
Torrington, Conn. South Bend 21, Ind. 





District Offices and Distributors in Principal Cities 
of United States and Canada 





TORRINGTON //‘£7// BEARINGS 


Needle e Spherical Roller e« Tapered Roller « Straight Roller e Ball e Needle Rollers 
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BUSINESS IN MOTION 





Te sities Cob ageed on iil iii 5 ae sae 


In coal mining air is sometimes used in- 
stead of explosives. A perforated steel 
cylinder is inserted in a hole drilled in 
the coal seam, and air at a pressure of 
10,000 pounds per square inch is sud- 
denly released into the cylinder. The ex- 
plosive force of this high-pressure air is 
sufficient to disrupt the coal, and do it 
safely. Air shooting can be used in the 
same area where men are at work, so 
that it is unnecessary to stop operations 
in a large section 
when shooting. 

The air is com- 
pressed above 
ground, and is led to 
the underground 
working facethrough 
steel pipe. There has 
to be a flexible con- 
nection between the 
end of the steel main 
and the perforated 
cylinder, for ease in handling, and to 
take the recoil when the pressure lets go. 
The connection is a copper tube whose 
specifications are quite different from 
those of the Revere tube used in such 
applications as radiant panel heating, re- 
frigeration, plumbing. This tube for the 
coal mine is special tube indeed, for it is 
.375 inch in diameter, with a wall .120 
inch thick. Thus the inside diameter is 
less than a third of the outside diameter. 


When we received the first inquiry for 


such tube our curiosity was aroused; the 
proportions seemed strange until we 
learned that a pressure of 10,000 pounds 
per square inch had to be withstood. 
Then we realized that we had before us 
another example of the fact that copper 
is an amazingly versatile metal. 

Copper is believed to be man’s oldest 
metal, but Revere likes to consider it as 
“the metal of invention,” because it has 
such a large variety of admirable 

qualities that there 
seems to be no end 
to its uses. New ones 
keep coming up. 
However, there are 
other good materials 
too, such as steel, 
used in this case for 
the mains between 
compressor and coal 
face. The important 
thing is to use the 
best material in view of all the circum- 
stances involved in fabrication and use. 
Producers of raw and semi-manufactured 
products know a great deal about them 
and are delighted to put their knowledge 
at the disposal of prospects and custom- 
ers. Revere suggests that now is a good 
time to review specifications with sup- 
pliers; some advantageous new uses may 
be found for old materials in new forms, 
or new materials may offer improvements 


in old applications. 


REVERE COPPER anp BRASS INCORPORATED 
Founded by Paul Revere in 1801 


xk = 


Executive Offices: 
230 Park Avenue, New York 17, N. Y. 
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ee, 


ing to other fuels, because of strikes and 
higher prices. This will mean less wor 
for miners. Steel-mill employes, with 
steadier jobs, may be able to earn more 
in a year than miners. 

The miners are finding that pensions 
and other welfare benefits are cut of 
when the union’s fund runs into trouble. 
Steelworkers may be satisfied by smalle; 


RETAIL CLERK 
. . . for employers—broader exemptions 


pensions with more guarantee of regular 
payment. 

Thus, the feud between Mr. Lewis and 
Mr. Murray is likely to continue as long 
as they are heads of rival unions. And 
their quarrel promises troubles in future 
years for coal, steel and other industries. 


EFFECT OF CHANGES 
IN WAGE-HOUR ACT 


Employers are to get a new set of rules 
governing minimum pay and overtime 
rates for most interstate industries. These 
rules are scheduled to go into effect, bar- 
ring a last-minute hitch, around Feb. 1, 
1950, as amendments to the Wage-How 
Act. 

Major effects of these changes are a 
follows: 

Minimum wage for jobs covered by 
the law is to be 75 cents an hour, instead 
of the present 40 cents. An estimated 
1,300,000 workers now drawing less than 
75 cents are to receive pay raises. This 
also is likely to bring increases for some 
higher-paid workers in plants that are 
forced to revise their entire wage sched- 
ules after raising rates for the lower 
bracket jobs. 

Industries most affected by _ the 
higher scale are lumber, fertilizers, cot- 
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n garments and tobacco products. Wage 
iereases often will be 10 cents an hour 
a less, since most firms have been pay- 
ig well above the 40-cent rate. 

The overtime rate remains at time- 
d-a-half pay for any hours worked over 
4) a week. Employers, however, are 
jven more leeway in arranging contracts 
fr longer schedules where workers’ jobs 
require irregular hours and where a 
maranteed weekly wage is provided. 
jo, time spent in changing clothes or 
wshing up can be excluded from the 
measured working day under terms of a 
contract. 

Exempted jobs in factories apparently 
ae to be more numerous. A new defini- 
tim of workers to be covered by the Act 
seems to exclude some maintenance work- 
es and others who were considered to 
be protected. For example, window 
washers had been held to be covered by 
the Act because they were “necessary” 
to production of goods for interstate 
commerce. 

The new definition narrows this by 
confining coverage to those actually pro- 
duéing, mining or handling goods or to 
those who are working in “any closely 
rated process or occupation directly es- 
sntial to the production” of goods. This 
apparently excludes jobs such as window 
cdeaning, but court interpretations will be 
required before it is clear exactly which 
jobs are exempted. 

Suits for back wages can be filed by 
individual employes, or groups, as in the 
past, where they believe their employer 
has violated overtime or minimum wage 
regulations. The Wage-Hour Administra- 
tor now is to be given the right to file 
suits on behalf of workers for back wages, 
but this right is to be limited to routine 
cases where a court previously has ruled 
m the same type of claim. The Adminis- 
trator also can work out settlements be- 
tween employes and employers, out of 
court, but these settlements will not in- 
clude punitive damages. They will be 
limited to the actual amount of back 
wages due the employe. 

Retail and service firms are given 
broader exemptions from the overtime 
and minimum-pay requirements. Some of 
the larger firms that do considerable busi- 
ness with other commercial establish- 
ments formerly had been required to 
comply with the rules. Part of these now 
will be exempted. 

Candy stores and ice-cream parlors 
making their own products also are ex- 
empt if they sell at least 85 per cent of 
their products within a State. 

Laundries and dry cleaners do not 
need to comply with the provisions in 
cases where most of their sales are within 
a State and where ‘75 per cent of their 
annual sales involves customers not en- 


Bgaged in mining, manufacturing, trans- 
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Where in the world... 





.«-is this lyre of ancient origin still 2 .+.¢an you still hear the strange 
played? tones of these oversized panpipes? 


Re ar . cava sem RES or) 





.+.-is the bagpipe loved as a symbol 


4 ...does a primitive drum beat time 
of proud national legends? 


for painted natives' corroboree? 


ke music is heard in lands nearby . . . no 
farther away than your telephone. In fact, you can easily reach 
most of the world’s countries . . . and 96% of the world’s tele- 
phones—without leaving your home or office! 


lf, thousands of miles across oceans, there’s a friend you’d 
like to visit—or an important business matter to settle, pick up 
your telephone. Say to your Long Distance operator: “Il want 


to make an overseas call.” 
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100 YEARS 


78 YEARS 


THE MINNESOTA CENTENNIAL 
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The Minneapolis & 


General Offices: Northwestern Bank Building, Minneapolis 2, Minn. 


and the M. « ST. L. RAILWAY 


Minnesota, home state of the Minneapolis & 
St. Louis Railway, in 1949 is celebrating 

the 100th Anniversary of its admission as a 
territory of the United States. During that 
eventful Century, Minnesota has risen to a 
proud place among the states. 

Minnesota today is first in production of 
iron ore, flax seed and butter; and near 
the top as a producer of corn, oats, rye, barley, 
hay, soy beans, pulpwood, beef and dairy 
cattle, hogs and poultry. 

Railroads made possible the rich agricultural 
development of Minnesota; and railroads 
are playing a vital part in building a mighty 
industrial empire on the firm foundation of 
wealth from the vast resources of the North 
Star State. On the rails, raw materials roll to 
Minnesota factories; foods, feeds and products 
of metal, wood and fibers move in endless 
variety to all corners of America. 

Minnesota, although only 18th in 
population, ranks seventh among the states in 
railroad mileage, with a total of 8,345 miles 
of main line. Included is one-third of the 
M. & St. L. Railway’s trackage. Through 
78 years of the Century of Minnesota history, 
the M. & St. L. has had a leading role in 
progress of agriculture and industry in fertile 
sections of the state. 

Today, the M. & St. L., a modern railway 
with new cars and locomotives rolling on 
heavy-duty tracks, is better equipped than ever 
before to provide Minnesota and the Midwest 


with 
Fast Dependable 


St. Louis Raway 
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portation or communication businesses 

Small newspapers are to be exempt 
from the Act if they have less than 4,099 
circulation. The exemption is broadened 
to include daily papers. It formerly ap- 
plied only to weeklies and semiweeklie; 
of less than 3,000 circulation. 

Air lines will need to meet the mini. 
mum-wage requirements for their em. 
ployes, but overtime rules will not apply 
The old rules exempted these workers 
from both overtime and wage provisions, 

Small sawmills will not be required 
cO pay minimum wages Or overtime rates 
to workers cutting the timber and thog 
who transport it to a mill, 

Sea-food canneries are to compl 
with minimum-wage rules but are ¢&. 
cused from the overtime regulations, Pre. 
viously they were exempt from both. 

Processing of farm products on o 
near the farm is to be exempt from cover. 
age of the Act, if certain conditions are 
met. 

Other exemptions contained in the 
present law are being continued. Thus, 
workers not covered by the law include 
farm laborers, fishery employes, seamen, 
switchboard operators in small telephone 
exchanges, local street-railway and bu 
employes and persons employed in exec 
utive, administrative or professional jobs 
Also, as at present, railroad employes 
and motor-carrier drivers are covered by 
the minimum-pay rules but not the over 
time requirements, 


WAGE LINE HOLDING 
IN NEW AGREEMENTS 


Current wage settlements show 4 
marked trend toward holding the present 
wage line while granting some social 
security benefits. In one recent agree 
ment, a pay cut was negotiated. Example 
include the following: 

Longshoremen on the West Coa 
have negotiated a welfare fund, to b 
jointly financed by the workers and em 
ployers. CIO Longshoremen agreed thé 
1 per cent of their pay is to be deducted 
for the fund. Employers will contribut 
3 cents per man-hour worked. There 
to be no wage increase for at least th 
next eight months. 

Zine workers are taking a pay cl 
of $3.08 a day in two zinc-smeltin 
plants under an agreement negotiated bj 
the CIO Mine, Mill and Smelter Work 
ers, headed by John Clark. The agree 
ment provides that future wages are 
be tied to the price of zinc. 

Other unions winning pension ail 
insurance benefits but not wage increai 
included CIO Auto Workers, Woodwork 
ers, Retail Clerks and Paperworkers, 4 
well as AFL’s Upholsterers and Texti 
Workers. 


U. S. NEWS & WORLD REPO! 





It doe: 
on hor 
ing th 
no dire 
must 
agenci 
panies 
Congr 
ment | 
housin 
doubtf 
done a 
for vet 
the sar 


Just \ 

FHA 
FHA v 
homes 
the cas 


OCTO! 


—___ 


Usinesses, 
e exempt 
1an 4,00 
roadened 
merly ap- 
:iweeklies 


the mini. 
heir em. 
10t apply 
Workers 
TOVisions, 

required 
ime rates 
ind those 


» comply 
' are ey 
ions, Pre. 
1 both. 

sts On or 
yM cover: 
itions are 


din the 
cd. Thus, 
v include 
seamen, 
elephone 
and bus 
| in exec: 
ynal jobs 
employes 
vered by 
the over- 


ING 
ENTS 


show 4 
e present 
e social: 
it agree: 
example 


st Coasl 
d, to b 
and et 
eed tha 
leduct 
mitribut 
There 

least th 


pay cu 
smelting 
iated bj 
r Work 
e agre 
S are t 


ion an 
ncrea 
odwork 
‘kers, 4 
Texti 


REPOK 





We've Been Askeels 


ABOUT ‘FREEZE’ ON RULES FOR HOME FINANCING 


People who have plans for building 
houses or apartment buildings are not to 
get easier terms of credit, guaranteed by 
the Government, before next March 1, at 
least. 
The idea of rewriting laws that govern 
mortgage-credit guarantees is put off 
w Congress until that time. The House 
had approved a more permanent plan 
for mortgage credit, and the Senate 
was all set to concur. But action was 
postponed at the last minute to enable 
sme Senators to take a scheduled trip 
to Europe. 

To assure against tightening of mort- 
gage credit between now and next March 
|, Congress gave the Federal Housing Ad- 
ministration authority to insure an addi- 
tional 750 million dollars in mortgages. It 
aso provided the Reconstruction Finance 
Corp. with 1 billion dollars more to supply 
asecondary market for mortgages. At the 
same time, Government guarantees cover- 
ing veterans’ housing were left un- 
changed. 

What this means is that, if an individual 
has been having trouble getting the credit 
he wants to finance building, he will con- 
tinue to have that trouble until March 1. 
Emphasis will continue to be on construc- 
tion of two-bedroom houses. Apartment 
construction will tend to center in so- 
called “economy units,” and this may 





lead to oversupply in some areas. 

In delaying action on more permanent 
legislation, Congress leaders concluded 
that construction would continue at a 
high rate well into next year without a 
further assist from Government. As things 
lok now, though, Congress appears ready 
to provide easier credit in 1950. 


Does this mean that borrowing in the 
months just ahead will be on the 
same basis as in the recent past? 

Itdoes. FHA will continue to insure loans 
on houses and apartments, without chang- 
ing the rules. FHA, however, will make 
no direct loans itself. Loans, as in the past, 
must be obtained from private lending 
agencies such as banks, insurance com- 
panies and building and loan associations. 
Congress talked about letting the Govern- 
ment make some direct loans for private 
housing, but did nothing about it. It is 
doubtful, too, whether, anything will be 
done along this line next year. Guarantees 
for veterans on housing loans also remain 
the same as in the past. 


just what are the terms on which 
FHA loans are offered? 

FHA will insure loans on owner-occupied 

homes up to a maximum of $16,000. In 

the case of a low-priced house, one valued 
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at $6,000 or less, it will insure a loan for 
as much as 95 per cent of that value. On 
higher-priced houses the insurance is 
limited to 80 per cent of value. 


Suppose a person wanted to build a 
$10,000 house. How much cash 
would he need to swing the deal, 
and how much would his monthly 
payments be? 

FHA will insure a loan of as much as 

$8,700 on a house that it values at $10,- 

000. That means a down payment of 

$1,300. The loan must be paid off in 25 

years. Monthly payments, at the start, 

would amount to $70.22, including prin- 
cipal and interest, insurance, taxes and 
mortgage-insurance premium. 


What about a house costing around 
$6,000? 
Credit terms for this price house are more 
liberal. The Federal Housing Adminis- 
tration will insure 95 per cent of a loan 
on a house valued at $6,000 or less. This 
means a down payment of only $300 and 
a loan of $5,700. The buyer also has 30 
years in which to pay off the mortgage. 


What is being done in the way of 
easy credit to encourage construc- 
tion of rental housing? 

FHA still has authority to insure loans of 

90 per cent on large apartment develop- 

ments, with certain limitations. No mort- 

gage can be for more than 5 million dol- 
lars, and the average mortgage per family 
unit must not exceed $8,100. This limit 
of $8,100 for a family unit is tending to 
concentrate construction of the one-room 
type of apartment, and Congress will be 
asked to increase this amount next year 
to permit construction of larger-size units. 

FHA’s authorization to insure mortgages 

on rental property of this type was raised 

500 million dollars by Congress, pending 

action next year on more permanent leg- 

islation. 


How does Congress propose to 
change things next year? What is 
likely to be done to make it easier 
to finance a house? 

First of all, it proposes to liberalize mort- 

gage-insurance terms in a way that will 

encourage building of houses of more than 
two bedrooms. With 95 per cent insurance 
now limited to mortgages of $6,000, the 
tendency is for builders to stress two- 
bedroom houses in the low-priced field. 

It is proposed to raise the limit to $6,650, 

with another $950 each allowed for a 

third or fourth bedroom. This will make it 

easier to buy houses in the $7,500-to- 
$9,500 class. 


How much of a down payment would 
be needed on a $9,000 house? 
Under plans that are pretty well agreed 
upon by Congress, a four-bedroom house 
costing $9,000 could be bought for a 
down payment of $450, instead of the 
$1,100 now required. FHA would be per- 
mitted to insure a loan of $8,550, instead 

of the present maximum of $7,900. 


Will it be any easier to finance a 
$20,000 house, if Congress changes 
the law as now proposed? 

It will not be easier for nonveterans, but 

it will be easier for a veteran to build 

such a house with a GI loan at 4 per cent, 
guaranteed by the Veterans’ Administra- 
tion. VA now can guarantee no more than 
$4,000 of a housing loan, but Congress 
is proposing to increase this maximum to 
$7,500. With this help, a veteran then 
might be able to borrow up to $18,000 on 

a $20,000 home, leaving him a down pay- 

ment of only $2,000. 

Nonveterans who are ineligible for GI 
loans, and who want to build more expen- 
sive houses, will gain nothing by the 
changes proposed in Congress. The top 
limit on -an FHA-guaranteed loan will 
remain at $16,000, while interest rates 
will stay at 4% per cent, plus a % per cent 
service charge. 


Is there anything in the proposed 
legislation that will make it easier 
for farmers to build? 

Yes, financing will be easier on a $5,000 

house in rural areas where it is possible 

to build such houses. At present, the 
maximum FHA loan of this type is 
$4,500, payable in 20 and one-half years 
in monthly installments of $29.30. It now 
is proposed to insure a farm loan of 

$4,750, on a $5,000 house, requiring a 

down payment of $250 and monthly pay- 

ments over 30 years of $25.51. 


What is being done, if anything, to 
induce banks and other lending 
institutions to put more of their 
money into home mortgages? 

Congress already has increased by | bil- 

lion dollars the amount the RFC, through 

one of its agencies can spend in buying 
mortgages on low-cost housing from pri- 
vate lenders. But it has gone even further 
than that, and now says that this agency— 
the Federal National Mortgage Associa- 
tion—can buy all such Government-guar- 
anteed mortgages held by any one lending 
company, instead of only 50 per cent, as 

at present. This action is to provide a 

complete secondary market for com- 

panies making such loans and to stimulate 
them to lend more money for housing. 
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Trend of American Business 











































24th and N Streets, N.W. 
Washington, D. C. 


Here's what the latest Federal Reserve Board consumer survey Shows..... 
Consumer demand is just as strong now as it was at the start of the year. 
Business slump in the first half of the year didn't scare buyers a bit. 
Income declines are reported by about 7 in 20 families. That's a larger 
number than in earlier surveys. But buying intentions weren't cut down. 
Price declines are expected by about half the nation's households. But 
only 5 per cent of families say they definitely won't buy unless prices drop. 
These findings are significant to merchants. They show no weakening in the, 
consumer market. They indicate that income declines, unless severe, do not 
hurt purchases. They suggest salesmanship can overcome price resistance. 




















These periodic FRB surveys are proving to be rather valuable tools for 
market research. They have been going on for four years. Check-backs indicate 
that buying intentions are fairly accurate gauges of actual buying activity. 








* Automobile customers are just aS numerous as six months ago. About 1l per 

cent of families intend to buy cars. In January, 9 per cent wanted cars. 

Record car production seems scarcely to have dented automobide demand. 

Market for cars, judging by the FRB survey, still is for 5.5 million. That 
is the estimate for both new and used cars to be bought before June 30, 1950. 

Delayed automobile buying may occur, however. Roughly three out of every 
four prospective car buyers said they might not buy until 1950. That's a tip to 
dealers to increase selling efforts; to factories to hasten model changes. 

The survey also found that the number of persons who reported buying cars 
in the first six months of 1949 corresponded roughly to the number who said they 
intended to buy. That is confirmed by the number of cars sold during that time. 

















In gauging the market for durable goods other than automobiles..... 

Television demand appears to be on the increase among U.S. families. 

Demand for furniture also is found to be rising by the market testers. 

Refrigerators, washing machines, stoves are in slightly smaller demand. 

On the whole, however, just as many families now intend to buy some sort of 
durable product in the year ahead as reported an intention to buy last January 
and at midyear in 1948. The market has not perceptibly shrunk, even though 
Sales of durable goods have been very large for a year and a half. 














Consumer attitudes also were examined in the survey. This can be almost as, 
important to businessmen as buying intentions. In general, consumers found 
conditions to be a bit worse than at the beginning of the year, but more than 
half expected the same incomes or larger incomes in the period ahead. Con- 

7 sumers definitely were reasonably optimistic, not pessimistic, about the outlook. 


Other official figures explain why FRB found consumers to be confident. 
Personal income was on the upgrade before the strike wave hit. Over all, 
personal incomes probably still show a tendency to rise, despite strike layoffs. 
Income of individuals for the first 8 months of 1949 was at a rate of 212.6 | 
billion dollars a year, against a comparable 1948 rate of 209.4 billions. 
Income rate, at latest reports, had almost fully recovered from July. 
1, Wages and salaries have shown very little variation since February. 














(over) 





——— 


ynsin | Written for the issue of October 21, 1949, Volume XXVII—No. 17 
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TREND OF AMERICAN BUSINESS-- (Continued) 


Farm income is off about 10 per cent because of commodity-price declines. 
Proprietors' income dipped a bit, but rose with the pickup in business. 
Investors' income is running more than 1 billion dollars ahead of last 

Dividends are higher than last year. Interest payments are up slightly. 
All things considered, there hasn't been a slump in personal income to any 
great degree. That has kept consumer buying on an even keel. And, as far as 
the FRB survey goes, consumer buying promises to continue that course. 











year. 


Two of the most important industries--automobiles and construction--give 
every sign that they are not going to be greatly affected by a downturn. 

Construction has taken a spurt. Contract awards for September hit a 
record. That promises a high level of activity for several more months to come. 

Home building lagged behind last year for the first half of 1949, but now 
has spurted ahead of a year ago. That, too, promises activity for months ahead. 

Next year, the construction industry can expect more stimulation. Credit 
for housing is likely to be eased by Congress next spring. Public housing is to 
get federal aid. Public works are scheduled to increase in 1950. 














Automobile demand promises to hold high as long as people have money. 

Replacement of old cars is likely to require about 2.5 million new cars. 

New families probably will bring in a demand for about 1 million new cars. 

A second car probably will be wanted by about 500,000 families. 

These estimates appear to be reasonable appraisals of the yearly demand for 
new cars for several years, provided incomes stay high. They indicate a fairly 
steady market for 4 million new cars a year. That's high production. It's not 
equal to current boom production, but it's better than most past years. 











Tariff cuts made at the conference at Annecy, France, are.not likely to 
have any important over-all effect on the operations of U.S. business. 

Import trade involved amounts to less than 250 million dollars a year at 
the 1948 volume. Total imports in that year reached 7.7 billion dollars. 

Individual industries and individual businesses, however, may feel some 
adverse impact in months ahead, as the new tariffs go into effect after Jan. l. 

Export trade gets some tariff concessions, too, from other countries. But 
they don't mean much. Other countries control trade by limiting imports, and, 
under conditions as they exist today, these direct restrictions will continue. 











To present some idea of where tariff cuts will react..... 


































Olive oil is to be cut from 8 cents a 
Silver tableware is cut from 32.5 per 
Sponge iron drops from $1.25 a ton to 








pound to 4% cents a pound. 
cent of value to 25 per cent. 
624% cents a ton. 


down by 50 per cent. 

of value to 17.5 per cent. 

40 per cent to 27.5 per cent. 
of value to 4 per cent. 


Steel rods, strips, plates, sheets go 
Diesel engines are cut from 27.5 per cent 
Cotton upholstery and tapestry drops from 
Hides are to get a duty cut of 5 per cent 
Paperboard and pulpboard drop from 40 per cent of value to 27.5 per cent. 
Food-grinding machinery, candy machinery, wrapping machinery are posted for 
from 27.5 per cent to 15 per cent of value. 














cuts 


Congress is not having an easy time in trying to authorize basing points. 
Delivered prices are approved in a bill drafted by conference committee. 
Opinions differ, however, on just what the bill actually allows. 

Difficulty is that Congress wants to allow a producer to charge the same 
price for his product wherever he sells it, but, at the same time, does not want 
to loosen antitrust laws or to weaken anti-price-discrimination laws. 

Antitrust laws promise to become an increasing headache to Congress as well 
as to business. Business protests against anti-trust-law administration are 
mounting ‘and, actually, are being aimed at Congress rather than the courts. 
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YOU CANNOT, as an employer, 

safely ask striking employes to end 
their walkout as individuals rather than 
act through their union. National Labor 
Relations Board rules that a walkout that 
started as a wage strike became an unfair- 
lbor-practice strike when the employer 
made such an appeal to strikers. Em- 
ployer then could not replace the strikers. 


* * * 


YOU CAN now get some tips on im- 

port opportunities from Office of 
International Trade and Department of 
Commerce field offices. OIT currently 
lists offerings of products from Germany, 
England, France, Greece, Italy and 
Japan. 


* * * 


YOU CAN, as an employer in New 

Jersey, deduct for tax purposes the 
contributions you make to New Jersey's 
unemployment-compensation fund and 
to the State disability-benefits fund. U. S. 
Tax Court holds that such contributions 
are deductible, but that contributions 
made by workers under private plans to 
provide disability benefits are personal 
expenses and, therefore, not deductible 
as taxes. 


* * * 


YOU CANNOT assign to other per- 

sons any claim that you have against 
the Government for overpayment of 
taxes, unless the claim first has been al- 
lowed, the amount has been ascertained 
and a warrant has been issued for pay- 
ment. And even then, a federal court 
tules, such a claim will not be recover- 
able if you are indebted to the Govern- 
ment for other taxes. 


* * * 


YOU CAN, as a small manufacturer, 

obtain information about expanding 
opportunities that are open to small pro- 
ducers in the manufacture of aerosol 
products. Office of Technical Services in 
the Department of Commerce reports on 
aerosol and other products in a news- 
letter available at Commerce field offices. 


* * * 


YOU CANNOT continue to export 

under the OIT general license—GIT 
—such metals and alloys in primary 
forms as beryllium metal, alloys and 
scrap; bismuth and cadmium metals and 








—News-lLfines. | 


Reg. U.S. Pat. Off. 


What you as a businessman CAN and CANNOT do 
as a result of federal court and administrative decisions: 


alloys, and certain other materials. OIT 
adds more than a dozen commodities to 
the list of products that are not eligible 
to use the general license, and at the 
same time increases the dollar-value 
limits for some 72 items that do not re- 
quire export licenses. 


* * * 


YOU CAN, as a disabled veteran, be 

sure of getting an increase in your 
payment for service-connected disability. 
President Truman signs law liberalizing 
compensation benefits for veterans, 
their dependents and beneficiaries. 


* 


YOU CAN now get detailed in- 

formation in handy form on how to 
do business with the Atomic Energy 
Commission. It is a booklet issued by 
AEC, Washington 25, D. C., for the par- 
ticular benefit of small businessmen. It 
discusses methods of procurement, lists 
contracting and purchasing offices, and 
reports types of commodities purchased. 


* * * 


YOU CANNOT count on being one 


of the first veterans to get a National | 


Service Life Insurance dividend check 
just because you were among the first to 
file an application, or because you have 
a low “A” number on your response card 
from Veterans’ Administration. Generally 


speaking, first applications will be proc- | 


essed in the first group. But there are to 
be millions of applications in that first 
group. Moreover, there will be other 
millions that will require special process- 


ing—your application may be one of | 


those. 


*% *% 


YOU CANNOT deduct for tax pur- 

poses the entire loss on a farm that 
you operate partly for pleasure. The Tax 
Court holds that a taxpayer is entitled 
to deduct from gross receipts only the 
expenses attributable to operating the 
farm as a business for profit. 


* * * 


YOU CANNOT expect federal aid in 

the construction or improvement of 
more than one runway or strip on any 
new or existing Class I airport. Admin- 
istrator of Civil Aeronautics announces 
the new policy to apply to the personal 
class of airports. 





Conclusions expressed in these paragraphs are based upon decisions and rulings of 
courts and Government bureaus. In making their decisions, courts and bureaus consider 
many facts which, for reasons of space, cannot be set sana in detail. U. S. News & Wortp 


Report, on written request, will refer interested reac 
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you how to put to work 
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WHY STOCK MARKET IS RISING 


from NEW YORK and WASHINGTON 


Reported 


Stock market is stirring with 
activity, despite coal and steel 
strikes. Some investors see signs 
of a bull market. 

Back of the revival are these 
factors: Business outlook is im- 
proving, profits stay high, divi- 
dends are rising. 

Stock trading is up sharply. So 
are many prices. Investors, gen- 
erally seem to be reappraising 
the market for stocks. 


The market for stocks, long in the 
doldrums, is coming to life in the midst 
of bad news. Prices that had been 
showing some weakness suddenly 
turned strong. Investors, whose apathy 
had made the stock market one of the 
mysteries of a period of inflation in 
other fields, now show interest. 

This show of strength and activity came 
at a time when industry was _threat- 
ened with a shutdown due to coal and 
steel strikes. It also was at a time when 
profits were lower than a year ago, 
and dividends, here and there, had 
been cut. 

Buying in the market, nevertheless, has 
been strong enough to push the average 
level of prices to a point where some 
theorists contend the signals are up for 
a major bull market. 

According to the Dow theory, the sig- 
nal for a bull market came on October 
11, when railroad stocks broke through 
the previous high of last March. Indus- 
trial stocks have been above the March 
high since September 1. 

Acceptance of this theory is far from 
universal. Its importance is the fact that 
many investors are guided by it, which 
means that a break-through by indus- 
trials, followed by a similar break-through 
by rails, creates new interest in the mar- 
ket by one segment of the investing 
public. 

Attitude of investors, actually, cannot 
be measured in any definite terms. There 
is always much argument over what is 
and what is not a bull market, whether 
prices are too high or too low, whether 
stocks are a good or bad buy. 

However, it does appear that the in- 
vesting public, after shying away from 
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the market throughout the postwar boom, 
is beginning to make a new appraisal of 
the value of stocks. 

What is happening in the market 
now seems to confirm this. 

Prices of 30 industrial stocks, those 
used in the Dow-Jones averages, rose on 
October 13 to the highest level since 
October, 1948. At this point, the average 
was 16 per cent above the June 13 low 
of this year and near the peaks that were 
reached in 1947 and 1948. 

Trading volume reached 1,790,000 
shares on the New York Stock Exchange 
that same day. Volume of activity on the 
market has been noticeably higher during 
the last four weeks. 

Behind the rise in public interest in 
the market, apparently, is a growing feel- 
ing that stocks at current prices might 
not be a bad investment after all. The 
things that produce this feeling require 
some analysis. 


— The Spread Between’ 
Stock and Bond Yield: 


(Annual return per $100 invested) 


Business outlook is improving, de. 
spite the coal and steel strikes. Gloom, 
forecasts of a few months ago are having 
to be revised. Ever since 1946, the stock 
market has been discounting a recession 
that now has turned out to be milder than 
most people expected. 

Profits, although off this year, still are 
high by any standards known in this 
country before the boom of 1947 and 
1948. Current signs suggest an upturn in 
profits in early 1950. 

Prices of stocks on the Dow-Jones list, 
at current levels, are 12.2 times the pros- 
pective earnings of these same companies 
in second half, 1949. This is low by past 
standards. In 1929, the ratio was 19.1, 

Taxes, despite a sharp rise in Govern- 
ment spending, apparently are not to 
take any more out of corporate profits and 
personal incomes in 1950 than in 1949. 

Dividends, in the aggregate, are ris- 
ing. This is true even though some com- 
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Source: Moody’s Investors Service & Commerce Dept. 
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anies have omitted dividends recently. 

In 1948, the peak profit year, 62 per 
vent of corporate profits, after taxes, was 
retained, leaving only 38 per cent, or 7.9 
billion dollars, for dividends. This year, 
it is estimated that stockholders will get 
33 per cent of after-tax profits, or around 
34 billion dollars. 

Return of money put into stocks is 
etching the eye of the investor. As the 
chart on page 62 shows, the average an- 
wal yield per $100 invested in common 
docks listed on the New York Stock Ex- 
change was at an annual rate of $6.50 
in August. Since then, the drop caused 
by higher stock prices has been small. 
The return on corporate bonds, based on 
the Moody’s Investors Service average, 
was $3 per $100 invested. In other 
words, the yield on common stocks has 
heen running more than twice the vield 
on corporate bonds, At current levels, 
stock prices on the Dow-Jones list aver- 
age 16 times the prospective dividends 
to be paid on those stocks in second half, 
1949. That, again, is a low ratio when 
wmpared with previous periods. It was 
9,9 to 1 in 1929 and 21.6 to 1 in 1940. 

As these figures show, stock prices 
could rise a long way without getting be- 
ynd their traditional relationship to 
profits and dividends. This fact seems 


to be getting attention in the market. 


Money is abundant for buying stocks, 


once the public becomes convinced that 
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STOCK CERTIFICATES 


From investors, new interest 
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equities are worth the risk. Individuals 
still have a huge backlog of liquid sav- 
ings that could be shifted to stocks. For 
example, the public owns 48 billion dol- 
lars’ worth of U.S. savings bonds alone. 

The Government is moving in now to 
ease credit. Among other steps in this di- 
rection, the Federal Reserve Board has 
cut margin requirements, so that stocks 
can be bought now with as little as 50 
per cent down. 

Brokers’ loans to carry securities, even 
so, still are low. In August, loans of New 
York Stock Exchange member firms were 
537 million dollars, representing only 
.78 per cent of the value of stocks listed 
on the Exchange. Except for 1947 and 
1948, this is the lowest ratio in the last 
20 years. 

The market, thus, is still largely on a 
cash basis. There is a vast field for expan- 
sion of stock purchases if the public ever 
starts buying on credit. 

On the other side of the picture, 
there still are some factors that tend to 
keep many potential investors away from 
the market. 

Trouble with Russia clouds the out- 
look for business. Now that the Russians 
hive the atomic bomb, prospects are fad- 
ing for any early reduction in military 
spending. There could be demands for 
still more spending. That possibility has 
led to talk of higher taxes. Actually, at 
the moment, there appears to be little 
prospect of any increase either in mili- 
tary spending or in taxes. Speculation on 
these possibilities, however, is a depress- 
ing factor in the market. 

Taxes, even at current levels, put a 
damper on incentives to invest. High-in- 
come people realize so little out of any 
additional income that many decided 
long ago that risk investments were not 
worth while. Now any early reduction in 
income taxes is a diminishing prospect. 

Strikes put a temporary drag on the 
market. However, once these troubles are 
settled, a fast recovery can be expected 
in industries that are affected. 

Pessimism still dominates the thinking 
ot some businessmen. This tempers the 
confidence of many investors. It appears, 
though, that optimism gradually is taking 
over among business appraisers. 

On balance, the investing public ap- 
pears to be giving the plus factors the 
edge, at least temporarily. The market 
is showing more life than it has for a long 
time. Whether the improvement will con- 
tinue remains to be seen. The bull mar- 
ket still is a theory, not a guarantee. 





> Budget deficit of the U.S. Govern- 
ment is climbing again, now that Sep- 
tember tax collections are over. On Oc- 
tober 11, when the new fiscal year was 
less than 15 weeks old, the Treasury was 
running more than 2 billion dollars in the 
red. Spending since July 1 had shot up to 
nearly 12 billion dollars, compared with 











It pays to 
do business 
in New York 


State! 


During the past five years, New 
York State had the lowest pro- 
portion of man days lost through 
strikes among the ten leading 
industrial states. For the whole 
story, write: N. Y. State Dept. 
of Commerte, Room 221, 112 
State St., Albany 7, N.Y. 
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fou seldom, if ever, read want ads... if you 
are the caliber man we are looking for .. . so 
we are using this method of bringing our offer 
to your attention. You probably have a good job 
right now and haven't been seeking another... 
at the same time you wouldn’t pass up a real 
opportunity either. 

To get down to cases, we are‘a long estab- 
lished, highly respected company, an acknowl- 
edged leader in our field, specialists in Time- 
saving Visible Record Systems. We have a 
number of very attractive executive sales posi- 
tions available in several cities. They are in 
direct branch offices of the company serving 
well established territories. Successful sales ex- 
perience is required . . . and a knowledge of 
record systems or accounting is essential. 


Write for personal interview, giving full details 


of your education, experience and 


qualifications. Please enclose a re- 
cent snapshot. 


ACME VISIBLE RECORDS, INC. 


122 S. MICHIGAN AVE. «+ CHICAGO 3, ILLINOIS 
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See him and his problems from many angles 

in the magazine that covers one major theme in 
each issue as well as other subjects of 
continuing interest. 


Read ‘‘The Gilded Doghouse,” ‘‘The Education 
of Paul Hoffman,” ‘The Facts of Economic Life,” 
“Common Stock Goes Begging,” “The Senate 
and Mr. Ilgenfritz,” plus others. 


Reporter 


now on the newsstands 25¢ 


$5.00 per year, $8.00 for two years. Two back issues free with your first subscription copy. Simply 
send your name and address to The Reporter, 220 East 42nd Street, New York 17, New York. We 


will bill you later. 





FIND OUT 
INDUSTRY IS __ 
LOCATING IN 






Write for This Pree Sook! 
‘New Industry Speaks’ 


Based on the statements of in- 
dustrialists who have recently 
established plants in Santa 
Clara County. Factual and 
free—but write on your busi- 
ness letterhead. 


Dept. U, San Jose Chamber of Commerce 
San. Jose, California 
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CHANGES OF ADDRESS 

Notice of change of address should be sent not less than 
two weeks prior to the date change becomes effective. 
Send the address at which copies are now being received 
and the new address at which you wish to receive copies. 


U.S. News & World Report 
Circulation Department 
435 Parker Ave., Dayton 1, Ohio 











How to give 


QUICK 


REST 


to tired eyes 


Just put two drops of soothing 
Murine in each eye. Instantiy they 
feel rested, refreshed! Murine, a 
scientific blend of seven ingredi- 
ents, cleanses youreyesquickly, yet 
as gently as a tear. Economical, 
easy to use. Get Murine today—use 
it whenever your eyes feel tired. 


MURINE 


FOR YOUR EYES 

















Finance Week 
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a little over 10 billion in the same perigg 
last year. This means that, even thoug} 
revenue is holding up better than ¢. 
pected, the deficit at the end of the fisc,} 
year next June 30 probably will hit 5 pj. 
lion dollars. That prospect explains wh, 
tax leaders in Congress are modifying 
their plans for tax relief in 1950. — ~ 


> Bank loans to business are rising 
week after week, but new lending is po; 
on the scale it was a year ago at this 
period. Since July, business loans by Fed. 
eral Reserve member banks in 94 lead. 
ing cities have been expanding at » 
average rate of 51 million dollars a week 
In the same period last year, the rise wa 
74 million dollars a week. Total busines 
loans of these banks now stand at 134 
billion dollars, nearly 2 billion less thay 
a year ago. Demand for short-term mone: 
apparently is not as great as it was jy 
1948. Long-term loans, as a rule, are hari 
to get from banks. Businessmen, more and 
more, are applying to the Government; 
Reconstruction Finance Corp. for long. 
term money. (See page 22.) ; 


> Life-insurance companies are con: 
ing in for a congressional study aimed x 
putting an end to the virtual tax exemp 
tion they now enjoy on investment in: 
come. The tax-writing Ways and Mean 
Committee ordered the study by a sub 
committee, with the idea of getting some 
thing worked out for enactment in 195 
Life-insurance taxes are figured on: 
ccmplicated formula that has had the et. 
fect in recent years of leaving these com: 
panies free of corporate taxes on their in 
vestment earnings. Treasury Secretan 
John W. Snyder has been trying to work 
out an agreement with insurance repre 
sentatives on a way to overhaul the for 
mula. So far they have reached no agree 
ment. If Mr. Snyder has his way, he wil 
collect taxes from insurance companie 
for 1948 and 1949 as well as for futur 
years. 


> Money supply—The total of current 
outside banks and the deposits of bus 
nesses and individual is rising again, r 
flecting a pickup in business activit 
















After a moderate dip earlier this yea 
the total at the end of August rose a li 
tle above the same date in 1948. 











The Board of Directors has declared this day 
the following quarterly dividend: 
Common Stock 

No. 60, 1834¢ per share 
payable on November 15, 1949, to holders of 
record at close of business October 20, 1949 
Dare PARKER 

Secretary 


October 6, 1949 
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BELGRADE....WASHINGTON....LONDON....OTTAWA.... 





>> Pressing need for greater dollar aid now comes from a new quarter..... 

Yugoslavia must have a big dollar injection to keep going, to tide her over 
a difficult period. Washington insiders have just found out how empty Marshal 
Tito's coffers are. What to do about Tito is getting high priority. 

U.S. decision to help Yugoslavia in a limited way is already made. Dollar 
aid already is flowing. Question now is how much to increase that aid. Large 
aid to Greece paid off. Much larger aid to China didn't. 

Belgrade banks on its utility to the U.S. as a bridgehead in Eastern Europe 
to weight the scales, to produce the needed dollars. Barring war, Tito figures 
that a year or two of dollar aid will put Yugoslavia in going condition. 





>> Dollar shortage of Yugoslavia traces back to the rift with Russia..... 

Difficult shift of trade from East to West has followed the rift. 

Last _ year, more than half of Yugoslav trade was with Eastern Europe. 
Basically, this was barter trade. Little money changed hands. 

This year, increasingly, trade with the East has dwindled. In the first 
half, 80 per cent of Yugoslav trade was with the West. By year's end, the 
West's Share probably will expand to 90 per cent. 

Yugoslav imports from Western countries are exceeding exports. 

Markets for Yugoslav metals, lead, zinc, copper, haven't been so hard to 
find. But such things as dried fruits and low-grade tobacco, formerly sold in 
large quantities to Russia, are not so easily sold in the West. 

Meanwhile, mining and oil-drilling equipment, oil, cotton, all formerly 
supplied by Russia, now must be bought in the West--often for cash. 

Result has been a rapid decline in Yugoslav gold and dollar reserves. 








>> Limited dollar help for Yugoslavia is already at hand..... 

U.S. Export-Import Bank last month gave Yugoslavia a credit of 20 million 
dollars. Of this, 12 million is earmarked for mining machinery for which orders 
have not yet been placed. Of more current interest to the Yugoslavs is the 
remaining 8 million. There's no decision yet on how this will be spent. ‘But it 
can legally be spent on any raw materials or machinery that can be used to 
expand exports. It can't be used for domestic-consumption materials. 

International Monetary Fund late last month allowed Yugoslavia to draw 3 
million dollars. That's just a stopgap. It's being used already. 

More dollars in immediately spendable form will be needed before the end of 
the year. Acute need for cash at almost any price is seen in the way Yugoslav 
lead is being dumped on the American market right now. You can expect to see 
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BUSINESS AROUND THE WORLD--(Continued) 











bigger arrivals, too, of Yugoslav copper, zinc, hops, medicinal herbs. 
World Bank is not likely to make an immediate loan to Yugoslavia. Bank 
officials think Yugoslavia has good potentialities, especially in mining and 
agriculture. But they are wary because of war dangers just now. 
That leaves it up to the U.S. Government to tide Tito over until Yugoslav 
exports and markets can be built up in the Western world. 
Alternative, as Belgrade sees it, is gradual breakdown of the Yugoslav 
economy for want of such things as oil, Spare parts, trucks, rail equipment. 
- Internal weakness would make Yugoslavia duck soup for the Russians. 
Odds are that the U.S. will bolster Yugoslavia with more dollars. 
Tito is counting on that. But it will be a two-way deal. 
Ambitious plans for Yugoslav industrialization will have to be shaved. 
Also, Tito probably will have to make political or military concessions. 
Important fact now is that Tito must have dollars and must play ball. 











>> Meanwhile, in Britain, overseas trade is coming closer to balancing....e. 
Import cuts seem to be more responsible than export expansion so far. 
British imports in September fell off more than 10 per cent from the August 
level. They were the lowest this year, except for February. Belt tightening 
is taking effect. Further decline in imports is expected. 
British exports in September moved 3% per cent above August. Devaluation, 
coming on September 18, had little time to make its effect felt. 











British sales efforts in the U.S. are beginning to show results. September 





exports to the U.S. were up 24 per cent over August. Most of this American buy- 
ing must have been before devaluation, because it takes time to fill orders and 

move goods to shipside. Spurt of American buying after devaluation, therefore, 

will show up more in exports reported for October and following months. 

British exports to Canada are disappointing. Between July and September, 
they fell 20 per cent. Textile and steel shipments seem to be lagging most. 
Canadian devaluation gives British merchants a competitive edge over Americans 
in the Canadian market. But British prices must be kept down. 





>> Chances are that British-Canadian trade will not continue so lopsided. 

Canadian export surplus will be cut down as Britain, in order to save dol- 
lars, turns to other sources wherever possible. Canadian sales of dairy products, 
metals and timber are likely to be hardest hit by shifts in Britain's imports. 

Tariff changes, resulting from the 33-nation negotiation in France this 
year, may affect Canadian trade, too. Canadian aluminum and lumber no longer 
will enjoy preferential tariff rates in Britain. Scandinavian countries are the 
chief beneficiaries of this change. But Canada is helped by lower U.S. duties 
on certain pulp and paper products, lumber, hides, leather goods. 








>> U.S. tariff cuts, just announced, are pretty important to some countries. 
Concessions cover only about 3% per cent of U.S. imports. But goods 
affected are big dollar earners for the main supplying countries. Big duty cuts 
help Italian lemons, olive oil, vermouth; Swedish matches, steel products, glass- 
ware; Greek tobacco; Danish butter, silverware, cheese; Finnish pulp products; 
Uruguayan meat and hides. Each of these countries has devalued its currency. 
Combination of cheaper currencies and U.S. tariff cuts points to lower price 
tags for:‘these products and better sales opportunities in the American market. 
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Business activity is being slowed by 
the steel and coal strikes, but in- 
dustrial buying of raw materials 
remains at. a high rate and the 
building boom is growing stronger. 

Steel operations were scheduled at 
9.3 per cent of capacity for the week 
ended October 15—the second week 
of the steel strike—compared with 
8.2 per cent the previous week. 

Inventories of steel, though large 
enough in general to last through 
October, are already running short 
for some companies making auto- 
mobile equipment, stoves, heating 
apparatus and certain other metal 
products. 

Electric-power output fell 1 per cent 
below a year ago in the week ended 
October 8, the first such decline this 
year. It dropped 8.5 per cent be- 
low 1948 in the central industrial 
States, 3.1 below in the Middle At- 
lantic States. 

Factory output slumped to 160.9 
from 176.6 on the indicator below. 

Carloadings of manufactured goods 
fell to 23.3 per cent below a year 
ago from 13 per cent below in the 
previous week as shipments of steel 
from most mills were halted. Ore 
loadings were 83 per cent below a 
year ago, coal 73 per cent below. 

New claims for unemployment com- 
pensation rose to 309,000, up 64,- 
000, one of the largest increases 
this year. The steel strike affected 
the number of claims in 19 States, 
the coal strike in 12. Many claims 
were filed by striking workers not 
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entitled to compensation, but some 
were layoffs due to steel shortages. 


Department-store sales dropped to 


264 on the indicator below, lowest 
in two months, the result of strikes 
and unseasonably warm weather. 
Sales were 23 per cent below a 
year ago in Pittsburgh, 21 in Toledo, 
19 in Milwaukee, 14 in Cleveland 
and 22 in Duluth, all steel or iron 
centers. 


Business demand for steel has been 


intensified by the strike. Other signs 
of active demand for raw materials 
are found in September shipments 
of copper, up 14 per cent, and 
shipments of rayon, up 13 per cent. 








rose to 100,000, up 2,000 from 
August. It was the highest rate on 
record for the month, 22 per cent 
above a year ago. 


A record year of about 1,000,000 


residential starts in 1949 is now 
assured, compared with last year’s 
record of 931,000. Starts totaled 
743,000 for the nine months ended 
September 30, slightly above a year 
ago. Fourth quarter will show a 
large gain over a year ago; this is in- 
dicated by a sharp rise in September 
permits and by large outstanding 
commitments of the Federal Hous- 
ing Administration for mortgage 
insurance on apartment units. 


Single-family homes started under 


FHA inspection rose to 25,000 in 
September, a postwar record. 


Apartments made up 30 per cent of 


September starts under FHA. in- 
spection, against 14 per cent a year 
ago. 


The housing boom is likely to con- 


tinue in 1950. Rent controls, which 
still apply to four fifths of all rental 
dwelling units, are to expire on June 
30, 1950; their extension is uncer- 
tain. An increase in rents on apart- 
ments in old buildings would tend 
to increase demand for new homes 
and apartments. 


Contract awards for new construc- 


tion, shown in the top chart, rose to 
a postwar high in the third quarter. 


Underlying forces assure a high rate 


of business activity in 1950, once 
disrupting strikes are settled. 
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Mothballs for All Battleships? ... American Planners 7 
Would Cut Britain’s Debts . .. World Bank Bets on Tito 


President Truman let the hint get out 
that he might not be opposed to an 
airing of the Navy viewpoint about 
how the country’s defense setup is 
working. 


x. Ro 


Francis P. Matthews, Secretary of 
the Navy, is finding a distinctly cool 
atmosphere in the Department he 
heads. Admirals seem convinced that, 
in the showdown over strategy and 
defense spending, the official who was 
supposed to take their side actually 
turned up on the side of the services 
seeking to scuttle the Navy’s air arm. 


xk * 


Admirals of the Navy want to put all 
battleships, including the Missouri, in 
mothballs — protective storage — in 
order to get-funds to put two more 
aircraft carriers into active commis- 
sion, but aren’t allowed by the De- 
fense Department to do it. 


x & * 


Stephen Early, Under Secretary of 
Defense, who shapes public-relations 
policy for Defense Secretary Louis 
Johnson, now is not so sure that the 
idea of trying to gag the Navy in its 
dispute with the other services really 
was such a good idea after all. Gag 
policies usually prove difficult to ap- 
ply when there is no firm dictator- 
ship in a country. 


x * * 


Air Force generals, going all out for 
the big B-36 bomber, are the ones 
who in days before World War II 
went all out for the water-cooled en- 
gine, only to discover in war that 
they had miscalculated and had to 
fall back on the radial, air-cooled 
engine that the Navy had kept de- 
veloping. 


x *k * 


Maj. Gen. Harry H. Vaughan, mili- 
tary aide to Mr. Truman, is taking 
credit for reversing the order of the 
Veterans’ Administration that tried to 
check abuses in education benefits to 
veterans. Political heat proved too 
much when VA tried to shut off the 


68 


heavy flow of money to schools that 
have mushroomed in postwar years 
to “educate” veterans in so-called 
practical subjects. 


x * * 


The White House no longer is 
alarmed or displeased by the recent 
rising trend in stock-market prices. 
In earlier years, whenever Wall Street 
would get optimistic, top policy mak- 
ers in Government would call out the 
fire department. Now the idea 1s get- 
ting around that an active market for 
securities may reflect an expectation 
of better times, which, in turn, would 
help out the party in power at elec- 
tion time. 


xk 


The President has told leaders in 
Congress that he intends to make the 
Brannan plan for farm aid a major 
campaign issue in 1950 even though 
a Democratic Congress is not going 
for that plan. Plan of Agriculture 
Secretary Charles Brannan is to pro- 
vide cheap food for city people while 
guaranteeing high income for farmers 
by a more liberal use of checks out 
of the Treasury. 


x i oe 


Inside predictions are that Philip 
Murray will settle his strike in steel 
before John Lewis settles in coal. A 
break in either strike is expected to 
be followed by a quick settlement of 
both. 


ec * 


Mr. Truman has been unwilling to 
use a Taft-Hartley injunction to end 
coal and steel strikes prior to such 
time as these strikes should result in 
a real national emergency. The White 
House has been confident all along 
that both strikes would be settled 
before the country was forced to close 
down. 


xk 


Both Senator Walter George and 
Representative Robert Doughton, top 
tax planners in Congress, are con- 
vinced that there will be no occasion 
during the year 1950 to increase taxes 


on income either of individuals ofj 
corporations. 


k ok * i 
Prime Minister Clement Attlee’s ¢ 
cision to postpone the British electigg 
until 1950 was a gamble that Englij 
living standards can be supported 
that the winter again will be mild. 
decision also indicated confidence th 
the Socialists are strong enough 
overcome any adverse developmen 
that may arise in the future. 


x *k *& 


Debts of about 13 billion dollars th 
Britain still owes to other countf 
will be scaled down and fundedj 
the next operation designed to 
that country back on its feet, if U, 
planners can have their way. 


x * * 


India’s Pandit Jawaharlal Nehru i 
to get access to as many dollars ag 
would like during his visit to f 
country. India’s thinking is in te 
of a billion or more U.S. dollars, 


ww & & 


Dean Acheson, U.S. Secretary} 
State, is having to carry on a run 
fight to keep U.S. generals from dé 
inating policies to implement the 4 
lantic Alliance as well as running 
country’s program of arms aid 
Europe. He finds that the coun 
defense organization is not shy ab 
reaching out for more power. 


x kk 


World Bank investigators, after 
ing Yugoslavia, are pretty well a 
vinced that Marshal Tito stands 
good chance of winning his hal 
against Russia’s Stalin. Tito’s 
need is a steady supply of dol 
with which to buy cotton. oil, 
and machinery. 


x * * 


Reason the International Monet 
Fund made a quick loan of 3 mil 
dollars to Marshal Tito in exchae 
for an equal amount of his curref 
is that Tito’s treasury needed cas 
a hurry to pay for raw materials. 
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BEGINNING OF A STATE OF ABUNDANCE 


Out west there is a certain million-acre tract of 
dry but fertile land waiting for water. It’s an 
area larger than the state of Rhode Island. 
Motors were needed to pump literally rivers of 
water into this semi-desert. How big do these 


motors have to be?...The answer is: 65,000 


horsepower — bigger than any single motor 


ever built before. 

So naturally, the workman you see inserting 
coils in this king-size motor is in our factory. 
We say “naturally” because we built the largest 


BROADEST LINE 


motor in use up till now—a 40,000-horsepower 
job for the Wright Field Wind Tunnel. 

Building giant motors is a painstaking pre- 
cision job. But little motors are built the same 
way—the kind that purr away in your vacuum 
cleaner, your refrigerator, or on a machine in 
your plant. 

Knowing something about who builds the 
really big electrical equipment may help you be 
sure about any Westinghouse equipment, large 


or small , .. for your home, office or factory 
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